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Post-Election Unity 


T has been the almost universal cus- 
tom in this country, following our 
quadrennial campaigns, to consign 

the result of the election to oblivion and 
to proceed with our customary affairs. 
In plainer phrase, to forget the cam- 
paign and cheerfully to accept its re- 
sults. 

Although the campaign of 1940 was 
one of exceptional acrimony, and was 
marked by one absolutely new issue— 
that of a third successive term for 
President—it is believed that there are 
weighty ~easons why there should be no 
departure from the course that has char- 
acterized previous American political 
history; that is, to accept the popular 
verdict with cheerfulness, and to move 
forward together for the very serious 
problems with which the country is 
faced. 

While this desirability of unity ex- 
tends to our major domestic problems, 
it is especially applicable to national 
defense and to our foreign relations in 
general. In these spheres particularly 
there is no place for dissension. There 
can be no division of opinion about the 
defense of America. And to the rest 
of the world we must present a united 
front. More than this, we must give 
our complete support to those entrusted 
with the defense program and the safe- 
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guarding of our international relations 
—to the President and his advisers and 
the Congress of the United States. 


But this does not mean that all op- 
position must disappear. There is al- 
ways room for discussion of even the 
most laudable objects in order that the 
wisest measures may prevail. In these 
times, however, it is especially desirable 
that such discussion shall be concerned 
solely with that objective, and not with 
mere partisan advantage. 


That there are grave problems un- 
solved by the election and incapable of 
solution by the electorate alone, is some- 


thing clearly to be seen. Their solu- 
tion depends upon the resourcefulness, 
the energy and courage of the Ameri- 
can people as displayed in the ordinary 
and extraordinary tasks of their daily 
lives. It is in the proper discharge of 
their private and public duties that the 
strength of a people is to be found. 

So far as the bankers are concerned, 
no reason appears for considering them 
as a class apart from others in the com- 
munity, although by the very nature of 
their business they have special obliga- 
tions resting upon them. That they will 
meet these obligations, that they are in 
fact already meeting them, simply is to 
say that they are patriotic Americans. 
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INCREASING THE PUBLIC DEBT 
HAT the debt of the United States, 


already of large proportions, would 
unavoidably be much increased by the 
national defense program, is something 
well recognized for some time past. But 
it was somewhat surprising, though per- 
haps entirely logical, that Secretary 
Morgenthau’s proposal to add some 
fifteen or twenty billions to the debt 
should be promptly followed by a rise 
in the stock market as well as by an 
increase in the price of some commod- 
ities. This advance cannot be ascribed 
to the causes usually producing a rise 
in prices, but is due solely to the 
prospect of credit expansion on a large 
scale. 

Plainly, should the proposed exten- 
sion of the debt be made, the additional 
sums will be expended over a long 
period of time. And while it is pos- 


sible that no such large sum may be re- 
quired at all, it is also possible that 
much more may be needed. Until our 
present and future military and naval 
commitments are more fully under- 
stood, the possible limitations of the 


public debt cannot be foreseen. 


If the rise in prices mentioned above 
was due to what many regard as the 
first sign of credit inflation, it will be 
desirable to watch with care future de- 
velopments of a similar character. 
Manifestly, the Government wishes to 
avoid an inflation of prices that might 
assume dangerous proportions, and has 
at its command various devices for pre- 
venting such a catastrophe. 

In calling for such a large addition 
to the debt, it is evidently the purpose 
of the Treasury to fortify itself for 
whatever demands may be made upon 
its resources. 

As to the beginning of inflation, it 
cannot be said that the Secretary’s pro- 
posal may fittingly thus be character- 
ized. Inflation of credit and currency 
has been going on for a considerable 
period. The huge totals of bank de- 
posits—largely created as the result of 
Treasury borrowing—and the record 
figures of currency circulation bear 


witness to the correctness of this state- 
ment. Thus far, however, this inflation 
has had but little effect on prices out- 
side the market for Government bonds. 
That it now appears likely to spread to 
other securities and to commodities, 
may be regarded as a sign that inflation 
is just beginning to take hold. 

Whatever perturbation may have been 
caused by this proposal to increase the 
public debt to a total of sixty or sixty- 
five billion may be partly allayed by 
the fact that the increased expenditures 
of the Government are to be offset to 
some extent by a rise in taxation, and 
that as prosperity returns revenues will 
grow and the expenditures for public 
relief will fall off. 

The already large debt, the certainty 
that it must grow much larger, with aa 
armament boom being laid on top cf 
a rising tide of business—these are in- 
flationary tendencies that will require 
careful watching—a situation of whic) 
the Treasury and the Federal Reserve 
are fully cognizant and with which they 
will cope with skill and determination 
to prevent unhealthful developments. 
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POPULARIZING BANKING 
ECENT years have been marked by 


intensified efforts to popularize 
banking in the United States < This ac- 
tual or supposed lack of popularity of 
banking, although not confined to this 
country, is probably more prevalent 
here than in other lands. This may be 
explained by the greater popularity of 
our so-called democratic form of gov- 
ernment. 

In so far as the efforts mentioned 
have for their purpose the creation of a 
better understanding of the banking pro- 
cess they are not only to be commended, 
but the belief may be expressed that in 
time they will achieve a large measure 
of success. But if these efforts shall 
have for their main purpose the popu- 
larizing of bankers as individuals, the 
outlook for success is less promising. 

It is highly desirable that the public 
should be better informed of the true 
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nature of the banking function, of what 
banks may properly do and what not. 
As the first essential in bringing about 
this result, it is necessary that bankers 
themselves should have a better com- 
prehension of the exact nature of their 
business. To attain this understanding 
requires long study and more attention 
than has been given it by the average 
banker. The place the bank fills in its 
own community and in society at large, 
and the true nature of banking itself, 
are subjects whose exact comprehension 
calls for long and patient study. 
Equipped with this knowledge the 
hanker will then be in a position to 
pass it on to his community. 

But as to making the banker himself 
popular as an individual, in the same 
1veasure as the politician seeks popu- 
larity, the task seems rather hopeless. 
But if this be true, consolation may be 
had from the thought that popularity 
of this kind is something the banker 
may well do without. He may have 
semething much better than this—the 
respect of all right-thinking people, 
justly deserved by his integrity, upright- 
ness, and the skill he has shown in ad- 
ministering the great trust committed to 
his care. 

One familiar with our banking his- 
tory can readily call to mind bankers 
who were too popular, and whose end 
was ignominious. 

To the extent that there is any jus- 
tifiable ground for lack of understand- 
ing between the banks and the people, 
the appropriate remedy is to look within 
and to discover where real reasons for 
this distrust exist, and then to remove 


them. 
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WARNING AGAINST COM- 
PLACENCY 


THAT the present swelling of our in- 

dustrial production should not cause 
us to forget its real character, is the 
warning contained in the Business Bul- 
letin of the Cleveland Trust Company, 


released for publication November 15. 
After citing the fact that American in- 
dustry is now swinging into a period 
which promises in time to become the 
most active in its history, it is said that 
while the present developments are 
welcome after the long years of depres- 
sion, “we should be vigilantly careful 
not to let them lead us into the danger- 
ous lures of self-complacency.” The 
real character of the present business 
expansion is thus described: 


“This expansion of business activity 
has all the outward appearances of the 
beginning of a period of self-sustained 
prosperity, but of course in reality it is 
nothing of the sort. This expansion of 
production, and this calling back of the 
unemployed to places on the pay rolls, 
does not result from free enterprise 
competing for business in open mar- 
kets. It comes instead from a situation 
in which two great customers, the 
United States and Great Britain, are de- 
manding huge volumes of special goods 
and paying what they must to get them 
in the shortest possible time. 

“There is only one certainty about 
such a business expansion, and that is 
that it can neither be long-lasting nor 
self-sustaining. This apparent prosper- 
ity period of our preparedness effort 
gives us an opportunity to prepare our 
domestic defenses against its ultimate 
inevitable let-down. This is the time 
to revise our tax laws to encourage en- 
terprise, and to revise our labor rela- 
tions legislation so as to give employers 
as well as employes a square deal. The 
opportunity is here.” 

Admonitions of this sort are not es- 
pecially palatable to those who believe 
in full speed ahead, but in times like 
the present they introduce a cautionary 
note that should have a restraining in- 
fluence on excessive optimism. The 
implications of our national defense 
program are inescapable, but it may 
serve a good purpose to recognize them 
for what they are. 
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Federal Loan Agencies and 


Bank Investments 


NE of the outstanding develop- 
ments in the financial field which 
has been promoted by the Roose- 

velt administration has been the large 
volume of loans made by Federal Gov- 
ernment agencies and corporations to 
individuals and businesses of all kinds. 
So large has been the volume of these 
loans that they have affected banking in 
a major fashion. Many bankers feel 
that many of the loans of this type have 
been detrimental to the success of their 
banks because of the manner in which 
they reduced, in the opinion of these 
bankers, their opportunities for making 
profitable loans. But the situation is 
complex and it cannot be assumed with- 
out analysis that the making of loans 
by Federal Government agencies has 
necessarily been harmful to banks. 

In so far as the Federal agencies have 
made loans which might have been ac- 
ceptable to banks, they have hurt the 
banks in two ways: (1) they have re- 
duced the volume of business which the 
banks might have handled, and (2) 
they have compelled the banks to re- 
place this loss, in part at least, by busi- 
ness, the earnings of which have been 
at a lower rate than probably would 
have come to banks from direct loans. 


This has been particularly true in the 


last few years when interest rates in 
general have been at such low levels 
and when banks have been holding 
large amounts of excess reserves which 
they would have liked to have used 
profitably. 

There is, however, something to be 
said on the other side of the question. 
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By Paul M. Atkins 


Consulting Economist, New York City 


In the first place, during the early years 
of the activity of these Federal agencies 
and corporations, their attention was 
largely directed toward relieving dis- 
tressed situations, making loans under 
conditions which did not justify a bank 
undertaking them and, in some in- 
stances, where a mistaken policy on the 
part of some banks caused a refusal oi 
such loans. Taken as a whole, these 
early loans met a very real need and 
contributed to checking the panic and 
the depression conditions which fol- 
lowed it. They saved the solvency of 
many corporations and individuals and. 
by retarding the wave of bankruptcies. 
they helped reestablish many com- 
munities on their feet. By so doing. 
they undoubtedly saved many other 
loans which banks held, and indirectly 
contributed both to the stability and 
earning power of the banks. . This is 
a frequently overlooked phase of the 
situation which does not lend itself to 
statistical measurement, but was prob- 
ably more far-reaching than has been 
generally recognized. 


Liquidation of Agencies 


It may well be questioned, however, 
whether it was wise and desirable for 
the Federal agencies and corporations 
to continue to expand their loans after 
the more acute phase of the emergency. 
to cope with which they had originally 
been set up, had passed. In certain in- 
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stances, notably that of the Home Own- 
ers Loan Corporation, their loaning 
activities have been stopped and their 
gradual liquidation has been under- 
taken. However, while this procedure 
has been followed in a few cases, there 
has been no appreciable check to Fed- 
eral agency loans, since, for each one 
which has been stopped, one or more 
others has been initiated. It may well 
be asked if it is not now time to halt 
this general loaning activity on the part 
of Federal Government organizations 
and to attempt to restore normal bank- 
ing operations to the banks. 

It should be recognized that any such 
course of action will necessarily take a 
considerable period of time. Under the 
hest of conditions, it would require 
vears. With the present world war and 
the effects which it is producing on the 
economic and financial as well as on 
the political situation in this country, 
it is impossible to suggest how long it 
should take to complete such a pro- 
gram. Whether such a policy will be 
initiated depends on the political de- 
velopments in this country during the 
ensuing months. 


Loan Agency Bonds 


There is another phase of these ex- 
tensive loans by the Federal agencies 
which affects banks vitally. In some 
senses, it’ complements the reduction in 
the volume of their loans which has 
been caused by Government lending. It 
has been necessary for the Federal Gov- 
ernment to obtain funds with which to 
make their loans. Since taxation has 
not produced enough revenue to meet 
the operating costs of the Federal Gov- 
ernment, most of the funds actually 
loaned have been obtained by the sale 
of either Government, or Government 
agency or corporation securities, prin- 
cipally bonds. So far, it has not made 
much difference whether the Govern- 
ment itself or the Government corpora- 
tions borrowed the money and made the 
loans. If the Government starts a cor- 
poration and purchases the stock which 


the corporation issues, it has to borrow 


the funds itself for this purpose. If 
the corporation issues its own bonds to 
secure funds, bonds again are placed on 
the market. In either case, a large part 
of the bonds are acquired by the banks. 
In both cases, in substance, the banks 
have purchased the bonds by giving the 
Government or its agency credit in the 
form of deposits in the amount of the 
market value of the bonds purchased. 
We find, therefore, that while the loan- 
ing of the Government or the Govern- 
ment agency funds has reduced to some 
extent the volume of loans which the 
banks would otherwise have made and, 
by so doing, has reduced their earning 
power, on the other hand it has created 
both deposits and assets for the banks 
by selling them the bonds to acquire 
the funds with which to make the loans. 
As a matter of fact, the book value of 
the earning assets and of the deposits 
of banks are both probably substan- 
tially higher because of this activity on 
the part of the Government than they 
otherwise would be. How much greater, 
it is impossible to estimate. 

This development has affected bank- 
ing operations in several ways. In the 
first place, the gross earnings on the 
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Dr. Atkins, author of the 
accompanying article, and 
former Special Liquidator of 
Securities for the Comptroller 
of the Currency, is author of 
the recently published book 
‘‘Bank Bond Investment and 
Secondary Reserve Manage- 
ment,’?’ and numerous other 
books and articles. 


bonds so acquired. has unquestionably 
been at a lower rate than it would have 
been on the loans which they otherwise 
would have made. Whether the net 
earnings would have been greater if 
loans had been made directly by the 
banks to the borrowers cannot be 
known. It is dependent not alone on 
the relative cost of administering the 
loans as compared with the cost of ad- 
ministering the investments in direct 
and indirect Government bonds. It is 
also dependent on the amount of the 
losses on the loans which might have 
been sustained, and there can be no as- 
surance of the rate of loss on loans 
which would have been experienced if 
the Government had not helped stabil- 
ize and improve business conditions. 
All that it is possible to say is. that the 
earnings of banks have been different in 
source and amount under the conditions 
which have existed from what they 
would have been if the banks had not 
experienced Government competition in 


this field. 
Shift in Banking Structure 


The effect on earning power has been 
a relatively minor matter when com- 
pared with the fundamental shift in the 
whole banking structure and function- 
ing which has been brought about by 
the fact that banks have bought—as the 
result of the economic exigencies of the 
moment—large quantities of Govern- 
ment and Government corporation 
bonds and notes. It used to be the 
custom for banks to make loans to cus- 
tomers within relatively restricted 
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areas. In the case of large metropoli- 
tan banks, this area might include most 
of the country, but that was simply be- 
cause these banks did a nation-wide 
business. Regardless of the area served, 
the banker traditionally has maintained 
close contact with his customers and 
presumably, if he has been a sound and 
conservative banker, he has been in a 
position to prevent more than a nomi- 
nal loss in his note portfolio. He re- 
garded it as a part of his task to be 
familiar with local conditions and to 
check the credit position of his custom- 
ers carefully at frequent intervals. 

When he acquires bonds, however, 
more especially Government and Gov- 
ernment agency bonds, he is confronted 
with many new factors. The credit pc- 
sition of these assets is dependent on 
political as well as economic develop. 
ments, both at home and abroad. A 
correct evaluation of their prospect: 
necessitates constant study of matters 
with which most bankers have hereto 
fore had only limited contact and to. 
ward the understanding of which thei 
preparation has usually not been di- 
rected. During recent years particularly 
Government credit has been affected by 
political influences to an extent seldom, 
if ever, before experienced. With the 
international situation as it exists to 
day, this trend bids fair to continue for 
an indefinite time to come. 


Fluctuating Earning Assets 


But this is by no means the only, or 
the most important shift in the nature 
of the banking structure which this 
rapid increase in security holdings has 
caused. Until a loan is recognized as 
definitely unsound, it is always carried 
on the books of a bank as of full face 
value. Changing market rates of inter- 
est have never been considered a valid 
reason for altering the book value of a 
loan. The market value of bonds, how- 
ever, is constantly fluctuating, sometimes 
slowly, sometimes rapidly, due to 
changes in the market rate of interest. 
This is especially true in the case of the 
so-called “money bonds,” bonds of the 
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highest credit standing and active mar- 
ketability. Of this class, Government 
and Government agency bonds are the 
prototype. The situation thus created 
is one which has caused much perplex- 
ity to both bankers and bank examiners 
alike. If the old rule, which for many 
years was considered the only sound 
and conservative one to follow—that of 
valuing securities at cost or market, 
whichever might be lower—is adopted, 
bankers are confronted with a con- 
stantly fluctuating book value of a sub- 
stantial portion of their earning assets. 
Since, for some years past, the trend 
of interest rates has been downward 
and hence the price of money bonds 
has been upward, this has not presented 
any serious difficulty. No intelligent 
person, however, can help but realize 
that this trend cannot continue indefi- 
nitely and that forces are already gath- 
ering which will ultimately reverse it. 
Eventually, therefore, the banker will 
be faced with the problem of deciding 
vhat to do with his bond account, es- 
pecially his portfolio of Government 
and Government corporation bonds, 
when an upward trend of interest rates 
is in progress. At the present time, the 
solution is sought by holding only rela- 
tively short term securities and stagger- 
ing maturities evenly over the period 
covered. 


Shiftability vs. Liquidity 


The point of this matter is that loans 
to customers have a greater or less de- 
gree of liquidity, a characteristic which 
is possessed among securities only by 
bonds and notes whose maturity is near 
at hand. Bonds in general do not pos- 
sess liquidity but “shiftability,” a qual- 
ity which is quite different from liquid- 
ity. True liquidity exists only when, as 
in the case of a normal bank loan, the 
maturity of the obligation is not more 
than a few months distant and with it 
the opportunity for a bank to recover 
the control of the funds which had been 
so invested. “Shiftability,” however, is 
that quality of an asset which makes it 
possible to shift it to some other holder; 


in brief, the salability of the asset 
which, in the case of bonds, is predi- 
cated on their marketability. In other 
words, if a bank wishes to obtain in 
cash the funds which it has invested in 
bonds, it is necessary to sell them. But 
a sale is a two-sided transaction. It 
necessitates a buyer as well as a seller. 
Under many conditions there is as great 
a buying power seeking bonds as there 
is a supply of bonds, and a bank finds 
that it can “shift” its bonds to some one 
else and so recover its funds which it 
had invested in them. In other instances, 
the demand for bonds is greater than 
the supply, and what is called a “sell- 
er’s market” exists. At such times, a 
bank can frequently sell its bonds at 
a profit. In other instances, the supply 
of bonds is greater than the demand 
and we have what is called a “buyer’s 
market.” Under such conditions, a bank 
may find it difficult and sometimes im- 
possible to dispose of or “shift” its 


‘“‘At present, with the tre- 
mendous volume of excess re- 
serves, the possibility of issuing 
practically unlimited amounts 
of Federal Reserve notes against 
the pledge of Government bonds, 
and with the FDIC in operation 
as a protection against runs by 
small depositors, it does not 
seem probable that a situation 
is likely to develop where the 
large holdings of direct and in- 
direct Government bonds by 
banks is likely to cause them 
serious difficulties. With the 
future as uncertain as it is how- 
ever, bankers must be constantly 
on guard to protect their insti- 
tutions from the losses which 
may come from their tremen- 
dous holdings of bonds of this 
type, holdings which in a sub- 
stantial measure are the result 
of the substitution of the use of 
Government credit instruments 
for the normal type of bank loan 
made directly to customers.’’ 
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bonds except at a loss. It is quite pos- 
sible, therefore, for a bank to find that 
it needs funds in the form of cash and 
can only procure them by the sale of 
bonds at prices that result in a capital 
loss. This does not mean necessarily 
that the loss because of a decline in 
price is due to an impaired credit po- 
sition of the bonds; it may be due 
simply to a hardening of interest rates. 


Government Credit Dependence 


The increase in the holding of bonds 
by banks during the last decade has not 
been caused entirely by the acquisition 
of Government and Government cor- 
poration bonds. During the past few 
years, however, this has been largely the 
case. The increase in the direct and 
indirect Federal Government debt «has 
been created to an appreciable extent 
by the issue of bonds to provide funds 
for the loans described. They have, 
therefore, contributed in a substantial 
measure to the creation of the problem 
with which banks are now faced—the 
necessity of building up a large portion 
of their earning assets out of Govern- 
ment and Government corporation 
bonds instead of from loans to their 
own customers. 

Since this is the case, it creates a 
situation where banks are increasingly 


‘‘Banks are increasingly de- 
pendent on Government credit 
and the attitude which is taken 
by the Government toward its 
debt. The desire of the admin- 
istration to keep interest rates 
low in order to maintain at a 
minimum the interest charges on 
the rapidly growing volume of 
public debt has undoubtedly 
been a _ contributing, albeit 
minor, factor to the low level to 
which market rates of interest 
have fallen in recent years and 
hence has promoted the low 
earning power from which banks 
have been suffering.”’ 


dependent on Government credit and 
the attitude which is taken by the Gov- 
ernment toward its debt. The desire of 
the Administration to keep interest rates 
low in order to maintain at a minimum 
the interest charges on the rapidly grow- 
ing volume of public debt has undoubt. 
edly been a contributing, albeit minor, 
factor to the low level to which market 
rates of interest have fallen in recent 
years and hence has promoted the low 
earning power from which banks have 
been suffering. 


Present and Future Prospects 


What the future will bring forth is, 
of course, unknown at the present time. 
There are certain phases of the situa- 
tion, however, which merit considera- 
tion. One of the most important 0! 
them is the attitude which the Federa’ 
Reserve Board and banks will take to 
ward the market prices of the direc’ 
and indirect Government bonds. Origin- 
ally, the Federal Reserve banks were 
set up as bankers’ banks, their stock all 
being held by the member banks which 
elected a majority of the boards of di- 
rectors. They were subject to a limited 
amount of supervision by the Federal 
Reserve Board whose members were ap- 
pointed by the President of the United 
States. In theory, much of this struc- 
ture still remains, but the Roosevelt 
administration has made _ certain 
changes, greatly centralizing the control 
of the system in a revised Board of Gov- 
ernors in Washington. In practice, 
therefore, the Federal Reserve banks 
under the direction of the Board of Gov- 
ernors have become in effect an agency 
of the Federal Government,: while the 
influence of bankers over the policies 
of these banks has been reduced almost 
to the vanishing point. 

At the present time, the Federal Re- 
serve banks take the position that all 
direct and indirect Government bonds 
are worth at least par with them, par- 
ticularly in so far as their use as col- 
lateral by member banks is concerned. 
This attitude is not difficult to maintain 
when all, or practically all, of these se- 
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D URING the past year the 
number of out-of-town checks 
handled daily by our transit 
department has increased 40% 
over the previous year. 


Part of this increase may be 


the result of a quickening of 


the general business pulse. But 
mainly we think it is because 
more and more banks have 
learned through experience that 
our service cannot be excelled 
for efficiency and speed. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$43,000,000 


Member of Federal Deposit Insurance Corporation 
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“If the old rule, which for 
many years was considered the 
only sound and conservative one 
to follow — that of valuing 
securities at cost or market, 
whichever might be lower—is 
adopted, bankers are confronted 
with a constantly fluctuating 
book value of a substantial por- 
tion of their earning assets. 
Since, for some years past, the 
trend of interest rates has been 
downward and hence the price 
of money bonds has been up- 
ward, this has not presented 
any serious difficulty. No intel- 
ligent person, however, can help 
but realize that this trend can- 
net continue indefinitely and 
that forces are already gather- 
ing which will ultimately reverse 
it. Eventually, therefore, the 
banker will be faced with the 
problem of deciding what to do 
with his bond account, especially 
his portfolio of Government and 
Government corporation bonds, 
when an upward trend of in- 
terest rates is in progress.’’ 


curities are selling at or above par in 
the open market. Since, however, this 
is simply the policy of the moment, 
there is no guarantee that it may not 
be changed at any time and without no- 
tice. At present, with the tremendous 
volume of excess reserves, the possibil- 
ity of issuing practically unlimited 
amounts of Federal Reserve notes 
against the pledge of Government 
bonds, and with the Federal Deposit 
Insurance Corporation in operation as 
a protection against runs by small de- 
positors, it does not seem probable that 
a situation is likely to develop where 
the large holdings of direct and indirect 
Government bonds by banks is likely to 
cause them serious difficulties. With 
the future as uncertain as it is, however, 
bankers must be constantly on guard to 
protect their institutions from the losses 
which may come from their tremendous 
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holdings of bonds of this type, holdings 
which in a substantial measure are the 
result of the substitution of the use of 
Government credit instruments for the 
normal type of bank loan made directly 
to customers. 


©. 


Wuart the future of banking in our so- 
ciety will be, whether or not it will be 
allowed to function naturally as a lead- 
ing branch of social science and fulfill 
its highest objectives of service and re- 
sponsibility to the public, rests in the 
hands of the people. They are the court 
of last resort, and before them we bank- 
ers must lay our case.—Joseph E. 
Hughes, President, Washington Irving 
Trust Company, Tarrytown, New York. 





HELPING OTHERS * 
TO HEALTH 


his Christmas—be a partner in 

a great life-saving campaign. 
Use plenty of Christmas Seals on 
your letters and packages. They 
are gay, colorful . .. and what's 
more important . .. they spread 
a message of Tuberculosis control 
and prevention that is vital to 
the good health of us alll! 
Since 1907, the annual sale of 
Christmas Seals has done its share 
in helping to reduce the death 
rate from Tuberculosis by 75%! 
Complete eradication is now in 
sight! But no one is safe from Tu- 
berculosis until everyone is safe. So 
help yourself—by helping others! 


BUY 


CHRISTMAS 
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Small Bank 


Audit Control 


UDITING, its function and proper 
relationship to bank operations, 
too often is not sufficiently under- 

stood or appreciated by directors, offi- 
cers or employes of smaller banks. 

To many members of these groups, 
even the semblance of control procedure 
is considered impractical, and is met 
with about the same degree of enthusi- 
asm that a bachelor has for matrimony. 
An opinion which meets with ready ac- 
ceptance on the part of many bankers 
is that small institutions cannot be 


maintained as successfully under audit 
control as can larger banks. 


It is false to assume, however, that 
the larger a bank grows the simpler 
becomes the problem of audit and con- 
trol. Small banks can maintain, and 
without any appreciable additional ex- 
pense, just as effective and complete 
audit control as any larger institution. 
And the fundamental principles of 
sound banking require that an institu- 
tion, regardless of its size, employ those 
basic principles of precaution which, 
while not necessarily elaborate, never- 
theless form the background of proper 
operating routine. 

What, particularly, can small banks 
do to insure themselves of adequate 
protection? 

A little thought will show that all of 
the transactions of a bank can go 
through at least two hands without in- 
volving any additional work or trouble 
in consequence. In this way, much of 
the auditing can be done more or less 
automatically. 

Of course, it is recognized that ar- 


By H. C. Nicholls 


Auditor, The First National Bank, 
Madison, Wis. 


ranging the work so that one employe 
may handle certain phases of transac- 
tions handled by others is not always 
assurance that no wrong will be com- 
mitted. There have been collusions in 
banks, but the numbet of collusions of 
two or more bank employes to defraud 
a bank is limited, as compared with the 
number of frauds perpetrated by only 
one employe. 

Therefore, in any bank where two or 
more persons are employed, an effec- 
tive internal audit is not only possible 
but may be had continuously, simply 
and economically. 

To arrive at a successful system of 
audit and control, the handling of vari- 
ous transactions and records should be 
divided among the bank employes in 
such manner as to obtain the highest 
degree of internal check. 

In this connection there are several 
important practices that should be care- 
fully observed: 

1. The function of recording should 
be separated from that of handling 
cash, securities, or other negotiable in- 
struments. 

No bank should subscribe to the 
practice of permitting an employe to 
handle cash and keep related records, 
but in most small banks this procedure 
is a general rule. 

2. Securities owned, collateral and 
safekeeping items should be under the 
joint control of two persons. 
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‘‘No matter what the size of 
the bank may be, an auditing 
system can lead the way to the 
installation of proper systems 
and safeguards. It affords addi- 
tional protection with the ever 
present knowledge to all mem- 
bers of an institution that their 
work, at any time, may be sub- 
ject to detailed scrutiny,’’ states 
Mr. Nicholls in the accompany- 
ing portion of his recent address 
before the annual convention of 
the Wisconsin State Chapter, 
American Institute of Banking. 


Cash and Securities Control 


Many a loss occurs because banks do 
not adequately safeguard their own or 
their customers’ securities. A loss of 
this character might be prevented by 
requiring all securities to be kept under 
joint control with a senior officer. Se- 
curities should be audited frequently 
and each security counted and checked 
against the bank’s record. Large de- 
liveries of securities or cash should 
never be entrusted to one employe. 

Losses sustained by some smaller 
banks disclose the absence of almost 
all control. As an illustration of the 
various methods employed in defraud- 
ing a bank we may consider the cashier 
of a small-town bank who absconded. 

He was an exemplary citizen; presi- 
dent of the school board; a leader in 
the church; a devoted father and hus- 
band. On his way to the bank one 
morning he noticed the examiner’s car 
and, fearing detection, kept on driving. 
He drove to a near-by town where his 
bank kept a deposit account and also 
a safe deposit box with some of its 
securities. 

He drew a check for $2,000 on the 
bank’s account and cashed it. He took 
$25,000 of negotiable bonds out of the 
safe deposit box. He has not been seen 
since. The examiners discovered that 
he had looted the bank. Among other 


things, he had sold customers’ securi- 
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ties left with the bank for safekeeping. 
He had destroyed notes on which he or 
his family were obligated, and of bor- 
rowers to whom he was indebted. He 
had made fraudulent withdrawals from 
several savings accounts. 

Some of these losses could have been 
prevented had the bank kept its own 
and its customers’ securities under 
strict joint control—had it kept a per- 
manent record of all securities left with 
it for safekeeping. The loss in the note 
pouch might have been prevented had 
the bank followed the practice of send- 
ing semiannual audit letters to all bor- 
rowers. The loss in the savings depart- 
ment might have been revealed had an 
annual audit letter been sent to sav- 
ings depositors. 


Savings Department Controls 


3. Observe the practice of sending 
semiannual audit letters to all borrow- 
ers and annual audit letters to savings 
depositors. 

4. Do not permit employes to hold 
customers’ savings pass books, or to 
honor withdrawals from savings ac- 
counts unaccompanied by pass books. 

It is well known that many losses 
occur in the savings departments of 
banks. There have been several cases 
where banks have sustained substantial 
losses where savings depositors were 
permitted to leave their pass books in 
the savings department. 

5. Inactive accounts should be seg- 
regated, with a separate account on the 
general ledger to control them. All de- 
posits to or withdrawals from these ac- 
counts should be approved by an ex- 
ecutive officer. 

Dormant accounts have frequently 
been the source of serious defalcations. 


Bank Currency Control 


6. Adequate joint control of the 
bank’s cash and joint control of the 
bank’s vault are essential precautions. 

Illustrative of the necessity for ade- 
quate joint control of a bank’s cash is 
the case of a cashier of a small bank 
who recently absconded with over $68,- 
000 in currency. Although there were 
other active officers, the cashier had 
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sole control of the currency. He or- 
dered it from the Federal Reserve 
Bank, receipted for it, and placed it in 
the vault. Only his signature was re- 
quired on all withdrawals of funds de- 
posited with correspondent banks. 

Unfortunately, this cashier became 
interested in the ponies and stole over 
$15,000, which he lost betting. Fear- 
ing detection, he decided to steal a 
substantial sum and abscond. His first 
step was to order $20,000 in small bills 
from the Federal Reserve Bank. When 
this arrived he took the package home 
unopened. A week later he obtained 
another shipment of $20,000. The day 
it arrived he drove to a correspondent 
bank and withdrew $18,000, ostensibly 
to replenish the bank’s cash. He re- 
turned to the bank and, before locking 
the vault, removed $10,000 in currency. 
That evening he kissed his wife and 
two boys good-bye, took his travelling 
bag containing $68,000 in currency, 
and boarded a train for Chicago. 

Such a loss might have been pre- 
vented had the bank exercised proper 
supervision over all currency ship- 
ments. An officer should check all 
transactions involving large orders for 
currency and two employes should en- 
ter all currency receipts. Withdrawals 
of bank funds from other institutions 
where the money is paid to an employe 
should require the countersignature of 
another employe. Two employes should 
be present when the vault is closed for 
the day and the time lock set. 


Tellers’ Cash 


7. Make each teller responsible for 
his own cash. Do not permit tellers to 
have access to depositors’ ledgers or 
bookkeepers to have access to tellers’ 
cages. 

Many so-called mysterious disap- 
pearance losses are a result of loose 
supervision in the bank. A bank re- 
ported a series of such losses. The 
first time there was $300 missing, next 
$800, later $1,400, and finally $2,800. 
After a grilling of many of the em- 
ployes the culprit confessed, not alone 
to these losses, but to others in excess 
of $50,000. He was a trusted junior 


officer who, as relief teller, had access 
to every cage. In addition to stealing 
currency from the teller he was reliev- 
ing, he had covered his other thefts 
by putting through fake withdrawal or- 
ders on dormant savings accounts and 
in various other ways. 

To reduce such losses, make each 
teller responsible for his cash and give 
him a securely locked box in which to 
keep it. Give the relief teller his own 
cash. Permit no intermingling or ex- 
change of cash between tellers unless 
a receipt is given. Keep tellers’ cash 
at a minimum. Check tellers’ cash and 
all contents of their cages at frequent 
irregular intervals. 


Annual Vacations 


8. Insist upon all employes taking 
an annual vacation. Many shortages 
that had eluded every other safeguard 
have come to light because of an en- 
forced vacation. 

Forced vacations, illness and defi- 
nitely unexpected developments are the 
factors which lead to the detection of 
the large majority of irregularities, but 
these are only chance factors. Under 
improper supervision, the dishonest 
employe who has luck with him may 
carry on his swindling for years with- 
out disclosure and with any extent of 
loss to the bank. 

No matter what the size of the bank 
may be, an auditing system can lead 
the way to the installation of proper 
systems and safeguards. It affords ad- 
ditional protection with the ever-present 
knowledge to all members of an insti- 
tution that their work at any time may 
be subject to detailed scrutiny. 

The aim in audit and control pro- 
cedure is to perfect a system so that 
errors will be immediately detected and 
the opportunity for discrepancies re- 
duced to a minimum. The better any 
system becomes in this respect the more 
difficult it will be for any wilful dis- 
crepancies to go undetected. And the 
greater the probability of prompt de- 
tection the less temptation will confront 
any member of the staff who might in- 
cline toward attempting any manipula- 
tions. 
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Present and Future 


Status of Gold 


HE American dollar is the sound- 

est unit of currency in the world 

and its value is not questioned here 
at home or abroad, but there is popu- 
lar concern about our monetary gold 
reserves. The Treasury now has title 
to the huge amount of 21 billion dol- 
lars of gold. The increase in the last 
six years and especially in the past year 
has been phenomenal, and we now hold 
the unprecedented proportion of three- 
quarters of the monetary gold stock of 
the world. The comment most fre- 
quently heard among those who are 
worried about our gold is that soon we 


will have all of the monetary gold and ~ 


the rest of the world will find away 
of getting along without using gold and 
leave us. “holding the _bag.”” 

Our Government has a serious and 
difficult gold problem to face some time 
in the future when there is less world 
confusion and disorder, and in the 
meantime we need very much to change 
some of our loose fiscal and monetary 
policies and powers by enacting new 
Federal legislation. But there is no 
likelihood at all that some act by a 
foreign government will make the value 
of gold suddenly disappear while we 
are holding a stock of gold several times 
greater than any other nation has ever 
had. 

Just before the first World War our 
gold reserves were only a little over 
one billion dollars but by 1924 they 
had increased to four billion dollars. 
This increase occurred during the first 
World War and in the year immediately 
following. Then in the next ten years 
from 1924 to 1934 our gold stock re- 
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By L. M. Whittington 


Assistant Vice-President, The Clevelan:l 
Trust Company, Cleveland, Ohio 


mained at approximately the four_bii- 
lion dollar level. But early in 1934 a 
rise started with the devaluation of the 
dollar that has continued without 
slackening until now we have over 2! 
billions. This is an increase of 17 bil- 
lions since January, 1934. 


Gold Reserve Act of 1934 
When the dollar was devalued in 


January, 1934, we wrote up the value 
of our gold on the books of the Treas- 
ury by 69 per cent, or by nearly three 
billion. dollars. By passing the..Gold 
Reserve Act of 1934 Congress made the 
dollar worth only one thirty-fifth of an 
ounce of gold instead of one twentieth 
of an ounce, as it had been defined by 
statute for 97 years. An ounce of gold 
became worth $35 instead of $20.67. 
The Government required that all gold 
coin and bullion owned by the banks 
and individuals be surrendered to the 
Treasury at the old price of $20.67 an 
ounce, and then the Treasury entered 
it on its books at 35 dollars an ounce 
and by this simple act made an un- 
earned profit of about three billion dol- 
lars. The Treasury will buy all gold 
offered at $35 an ounce, but it is not 
committed to the sale of gold. Some 
foreign governments and central banks 
can probably buy gold but all with- 
drawals are made at the discretion of 
the Secretary of the Treasury. Today 
the United States is the only country 
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willing to buy all gold offered at a 
fixed price. 

Our gold standard was modified by 
this Act of Congress in 1934, but we 
are still on a restricted gold standard 
because our gold reserve is the backing 
for our money in circulation and our 
bank deposits. By passing this Act the 
Congress gave up to the President and 
to the Secretary_of the Treasury some 
of its power to regulate the value of our 
money, that is granted to it in the Con- 
stitution. Since that time the President 
has had the power to devalue the dol- 
lar from the present level by as much 
as 15 per cent, and the Secretary of the 
freasury has discretionary power to 
change the price at which he will buy 
or sell gold. Fortunately these powers 
have not been used. 


Why Gold Came 


Since the devaluation profit was 
iaken in 1934 our monetary gold stocks 
have increased 14 billions, but the 
change in the price of gold in the 
United States to $35 an ounce is not 
in itself a complete explanation of the 
flow of gold to this country. It is not 
the dominant factor. We do not pay a 
higher price for gold here than can be 
obtained in other countries, and if for- 
eign exchange rates are translated into 
dollar terms it will be found that the 
foreign price of gold is always very 
close to $35 an ounce less shipping 
charges to the United States. But by 
being willing to buy all gold offered 
at $35 an ounce instead of at the for- 
mer price of $20.67 we raised the price 
of gold all over the world. 

This increase in the price of gold was 
a subsidy to gold producers everywhere, 
and it has stimulated the gold mining 
industry in all countries. The annual 
production of gold in ounces has nearly 
doubled in the last seven years. In this 
period the Treasury has received about 
one billion dollars of domestic newly- 
mined gold. Foreign newly-mined gold 
is not segregated from other monetary 
gold held abroad and we do not know 
just how much of it has come to this 
country, but the annual gold produc- 


tion of the world now amounts to a 
billion and a quarter dollars a year, 
and since 1934 our receipts of gold 
from abroad have exceeded the total 
amount produced abroad. 

Of the increase of 17 billion dollars 
in our monetary gold stock since Janu- 
ary, 1934, about four billions were of 
domestic origin. Three billions were 
devaluation profit and one _ billion 
newly-mined gold. This leaves 13 bil- 
lions that were imported from abroad. 
Of this amount about three billions 
came here to pay for our excess ex- 
ports of merchandise. That is, the 
amount of goods we sold abroad was 
three billion dollars more than the 
amount we purchased abroad and the 
difference was settled by sending us 
gold. The remaining 10 billions of 
gold that came here represents a capi- 
tal movement, partly our own money 
coming home but mostly an inflow of 
foreign funds, and this latter is the 
dominant factor in explaining the 
source of our greatly increased mone- 
tary gold stocks. 

The movements of capital include a 
wide variety of transactions, and when 
we paid for this gold we exchanged 
bank balances for it. When foreign 


L. M. WHITTINGTON 
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‘‘The principal danger that 
we face as a result of our greatly 
increased gold holdings is that 
gold is normally the regulator 
by which credit expansion is 
limited, and at present it cannot 
perform that function. The 
Federal Reserve Banks are re- 
quired to keep a minimum legal 
gold reserve in the form of gold 
certificates amounting to 40 per 
cent of the currency outstand- 
ing. Also they must keep a 
minimum gold reserve of 35 per 
cent. of member bank deposits, 
and member banks are required 
to keep a certain percentage of 
their customers’ deposits in the 
Federal Reserve banks. As a 
result of these requirements 
money in circulation and bank 
credit expansion are limited by 
the amount of our gold reserves. 
But we now have much more 
gold than we need, and the 
danger lies in the fact that gold 
will not act as an automatic 
check in case a large increase in 
bank credit develops.’’ 


governments or individuals want to 
transfer bank balances to this country 
on a large scale, the only available 
way the transfer can be made is to ship 
us gold or American securities that can 
be sold here. The only other way for- 
eign interests could build up bank bal- 
ances here would be for us to grant 
them loans or credits, but in recent 
years we have not been willing to do 
that. Our unhappy experience of mak- 
ing war loans to foreign governments 
in the first World War resulted in our 
passing the Johnson Act which makes 
such loans unlawful now. 

Foreigners have been sending their 
funds here for safekeeping because of 
the peace, stability, and security which 
this country enjoys, and they have also 
been building up bank balances that 
could be used for purchasing war ma- 
terials. Since the start of the war a 


year ago the British Empire countries 
alone have shipped us thrée and a half 
billions in gold, and we will continue 
to get gold as long as the present status 
of the warring nations remains un- 
changed. A substantial part of the gold 
reserves of Belgium, Holland and 
France was shipped to England before 
those countries were defeated by Ger- 
many, and England recently has been 
sending that gold here. 

Since a war-scared and war-ridden 
Europe and Asia have transferred their 
liquid capital to this country by send- 
ing us gold, we should remember to 
keep prepared to meet any withdrawals 
of our gold that they may make i! 
world conditions should change suffi- 
ciently to make them want to transfe: 
their funds back home. It is possibl: 
that at the end of the war a large pari 
of the bank deposits now held here for 
foreign owners will go back to th 
countries from which they came. How 
ever, the chances are that a large pari 
of the foreign owned bank deposits and 
the proceeds from foreign holdings ot 
American securities will be spent here 
before the war ends, and consequently 
the gold that came here to build up 


these credits will probably remain for 
a very long time. But that will depend 
on the kind of world we have when 
peace is restored. 


Gold Is Not Idle 


The impression is widely held that 
the Government has been getting so 
much gold that it had to build a large 
underground vault in Kentucky to store 
it in and post soldiers to guard it. Peo- 
ple have wondered what the Government 
is going to do with this gold, and what 
effect the possession of so much more 
gold than we ever had before is going 
to have upon the country. The truth 
is that gold is stored in Philadelphia, 
New York, Denver, Seattle, New Or- 
leans, and San Francisco as well as at 
Fort Knox in Kentucky. The vault in 
Kentucky had been planned for a long 
time before it was built and the prin- 
cipal reason for it was that it seemed 
best to store some of the gold at an 
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inaccessible place away from the sea 
coasts. 

The impression seems to be fairly 
general that there is a huge mass of 
gold in Government hands which is out- 
side our present economy and could be 
used for any purpose from paying off 
Government bonds to purchasing de- 
fense supplies or lending to foreign 
governments. This impression is not 
accurate for while title to all of the 
gold held by the Treasury is vested in 
the United States, the Government is 
the real owner, in the full sense of the 
word, of less than 10 per cent of the 
gold it holds. Of the total stock of gold 
of 21 billions the Treasury owes the 
Federal Reserve banks 18.8 billions. It 
has issued to the Federal Reserve banks 
this amount of gold certificates, which 
are similar to warehouse receipts. These 
certificates are redeemable in gold only 
at the option of the Treasury, but the 
gold is tied up by these certificates and 
it cannot be considered available for 
any other use. Of the remaining 2.3 
billions of gold 1.8 billions are in the 
exchange stabilization fund. Some of 
the remaining gold is in special reserve 
funds and if the Government decided 
to abandon the exchange stabilization 
fund it would have only two billions 
of the 21 billions as free gold to be 
used in any way it pleased. 

Ninety per cent of the gold in the 
Treasury is represented by the gold cer- 
tificates held by the Federal Reserve 
banks, and these gold certificates are 
the reserves behind the money in cir- 
culation and the deposits in our com- 
mercial banks. They belong to the na- 
tion’s banking system, and while these 
reserves are much larger than they need 
to be at the present time, they cannot 
be used for any other purpose. In the 
last analysis all but a small part of our 
gold belongs to the holders of currency 
and bank deposits. And since it is the 
reserve behind cash and check book 
money, it is not lying useless under the 
ground. Actually it does not matter 
where it is stored as long as it is the 
reserve for our monetary system. 


The Inflation Danger 


The principal danger that we face as 
a result of our greatly increased gold 
holdings is that gold is normally the 
regulator by which credit expansion is 
limited, and at present it cannot per- 
form that function. The Federal Re- 
serve banks are required to keep a mini- 
mum legal gold reserve in the form of 
gold certificates amounting to 40 per 
cent of the currency outstanding. Also 
they must keep a minimum gold reserve 
of 35 per cent of member bank deposits, 
and member banks are required to keep 
a certain percentage of their customers’ 
deposits in the Federal Reserve banks. 
As a result of these requirements money 
in circulation and bank credit expan- 
sion are limited by the amount of our 
gold reserves. But we now have much 
more gold than we need, and the danger 
lies in the fact that gold will not act 
as an automatic check in case a large 
increase in bank credit develops. 

A superabundance of gold and credit 
does not cause higher commodity prices, 
it merely permits them. Inflationary 


‘‘Public suspicion of the wis- 
dom of devaluation has been 
dulled because the prophets of 
doom and inflation proved to be 
wrong after the devaluation of 
1934, which raised the value of 
an ounce of gold from about 21 
dollars to 35 dollars. At that 
time a world deflation, the 
greatest in modern history, was 
in progress, and this strong 
force mostly neutralized the 
effects of the devaluation. The 
devaluation stopped the defla- 
tion, and prices even rose a 
little but not nearly in propor- 
tion to the amount of the de- 
valuation. However, the wage- 
earner and the creditor were ex- 
propriated since they were pre- 
vented from having the advan- 
tage of greater purchasing 
power that would have resulted 
from lower prices.’’ 
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‘‘The only alternative to gold 
would be a complete regimenta- 
tion of foreign trade by govern- 
‘ments. It would mean reducing 
world trade to a primitive bar- 
ter basis. Possibly in the dis- 
organization resulting from the 
war barter may be rather widely 
used for a while, but it is idle 
to talk of barter as a permanent 
substitute for gold. After a few 
years of experience with incon- 
vertible paper currencies, bar- 
ter, import controls, and other 
substitutes, most countries will 
be as glad to return again to the 
gold standard, if it becomes pos- 
sible for them to get enough gold 
to do so, as they were after the 
last war.’’ 


trends are not likely to develop until 
we have fully employed labor and plant 
capacity. Even with those conditions it 
might be possible for the Government 
to control prices and wages and pre- 
vent them from rising. But it is doubt- 
ful if such control can be effectively 
administered and spread widely enough 
in our country to prevent general price 
increases if we have a business boom. 
The policy of the Federal administra- 
tion in connection with our armament 
program is to superimpose the defense 
program on normal business. As a re- 
sult of this program it is possible that 
after the armament program gets well 
started we will have nearly all indus- 
tries producing at capacity. It might 
mean a temporary boom, but it would 
not produce what we think of as gen- 
eral prosperity. 

The control that the Board of Gov- 
ernors of the Federal Reserve System 
has over credit expansion is the power 
to increase the reserves that member 
banks must keep at the Federal Reserve 
banks. But the member banks now have 
deposits or reserves in excess of the 
maximum amount that the board could 
require, and at present there are no ef- 
fective limitations or controls that could 
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prevent a large increase in bank credit. 

This condition has existed for several 
years, but bank credit expansion and 
price inflation have failed to develop 
thus far largely because the powerful 
restrictive policies of the Government 
have prevented business from going 
ahead. But the lesson of history is 
pretty clear that major wars produce a 
rise in the general price level. There 
have been no exceptions to this rule 
for at least two centuries, and it is a 
record which places the burden of proof 
on those who say it.can now be pre- 
vented through the use of Government 
controls. An opponent of this view 
might point to Germany where prices 
have been kept from rising by govern- 
ment controls of prices and consump- 
tion, but the experiment in Germany is 
not finished. With all of her controls 
it is doubtful if Germany can escape 
the normal consequences of financing 
a great war. If war actually comes to 
the United States, the Government will 
probably take charge. and start a pro- 
gram to fix prices, stabilize wages, po- 
lice labor disputes, and largely control 
the economy. Such action would miti- 
gate price increases, but it is doubtful 
if it would prevent them. 


Gold, Reserves, and Interest Rates 


The most detrimental development of 
the inflow of gold has been that it is 
largely responsible for lowering interest 
rates and raising high grade bond 


prices to unprecedented levels. The 
owners that sell gold to the Treasury 
receive a bank deposit here in payment 
for it. Both bank deposits and excess 
reserves of the commercial banking sys- 
tem are increased by the amount of the 
gold. Thus gold coming to this coun- 
try has piled up as idle bank deposits 
and excess bank reserves, and as they 
increased in large amounts pressure de- 
veloped to put them to work. As a 
result interest rates were forced lower 
and lower, and high grade bond prices 
higher and higher. 

Large excess bank reserves and con- 
tinued low money rates have created 
certain conditions and trends in our 


THE BANKERS MAGAZINE for December, 1940 





financial structure which cannot be 
viewed with complacency. They have 
brought about conditions that have re- 
duced the income—of banks and most 
other financial institutions. But prob- 
ably the most detrimental effect has 
been that low interest rates have greatly 
reduced the income of savings—deposi- 
tors, bondholders, life_insurance policy 
holders, educational, charitable and 
other. epdowed_institutions,—as. well as 
the-income_of others who live partly 


or_wholly on umulated_savings. 
Financing a War 


A danger that is now remote might 
develop from our large gold stock if 
at some time we should become directly 
involved in war. The inflation block 
in Congress might obtain considerable 
support for a bill to devalue the dollar 
again. There is slight possibility that 


the supporters of such a bill would be 
numerous, but if such legislation is pro- 
posed we should know something of its 
probable consequences. 


ars should be financed as much as 
it is practica to do so by raising taxes 


and by tapping the savings of the peo- 
ple by selling Government bonds _ di- 
rectly to individuals. Our tax schedules 
even now are approaching the point of 
diminishing returns for a _ peacetime 
economy, but under a war economy the 
nation could stand still higher taxes. 
The public could absorb several bil- 
lions of Government bonds by using 
past and future savings. In a war emer- 
gency some part of our sixty billions 
of bank deposits could be invested by 
individuals and corporations in Gov- 
ernment bonds, and credit would be 
rather freely extended to people with 
jobs who wanted to borrow against 
future savings in order to buy bonds. 
This process would transfer purchasing 
power to the Government and its effect 
would not be inflationary. 

Even if very large sums of money 
could be raised from these two sources 
it would probably not be enough to 
finance a war, and it is likely that the 
Government would sell a large amount 
of bonds to banks and insurance com- 
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panies. One way of measuring the eco- 
nomic soundness of a war finance pro- 
gram is to compute the per cent of the 
total funds raised that must be supplied 
by the banks directly to the Govern- 
ment through the purchase of bonds. 
Funds for financing a war usually come 
from a combination of these three 
sources. 

If we should get into war a good 
many people would object to the higher 
taxes and the pressure put on them to 
buy bonds. Some of these people will 
be “taken in” by the inflationist who 
proposes using our great stock of gold 
to finance the emergency. The inflation- 
ist may explain that the gold is owned 
by the Government and that it should 
be put to use to finance the war. He 
might say that Congress should pass a 
law making gold worth 70 dollars an 
ounce instead of 35 dollars. The Gov- 
ernment would then have a profit of 
21 billion dollars that could be used 
as it wished, and it would be unneces- 
sary to raise taxes or sell bonds. Such 
a method of devaluation is the age-old 
process of coin clipping. It is a pro- 
cess of combined expropriation and re- 
pudiation practiced by government 
upon the citizen, expropriation of his 
labor and repudiation of government 
obligations held by him or by his bank 
or insurance company. Both processes 
result in raising the prices of commod- 
ities and services. The victims of de- 
valuation are not the rich. They are 
the whole class of wage-earners and the 
whole middle class which is the great 
creditor class in the community. The 
wage earner in an inflationary period 
is constantly pinched by a price ad- 
vance behind which his wages con- 
stantly lag. The savings bank deposi- 
tor and the insurance policy holder find 
the buying power of their money con- 
stantly shrinking. 

Public suspicion of the wisdom of 
devaluation has been dulled because 
the prophets of doom and _ inflation 
proved to be wrong after the devalua- 
tion of 1934, which raised the value of 
an ounce of gold from about 21 dollars 
to 35 dollars. At that time a world 
deflation, the greatest in modern his- 
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tory, was in progress, and this strong 
force mostly neutralized the effects of 
the devaluation. The devaluation 
stopped the deflation, and prices even 
rose a little but not nearly in propor- 
tion to the amount of the devaluation. 
However, the wage-earner and the 
creditor were expropriated since they 
were prevented from having the advan- 
tage of greater purchasing power that 
would have resulted from lower prices. 

There is probably no likelihood that 
Congress will again devalue the dollar 
in the years immediately ahead, but in 
times of great stress the argument for 
doing so can be framed to sound rather 
plausible to the uninformed listener. It 
may some time prove to be unfortunate 
that the 1934 experience has dulled the 
general fear of devaluation. 


The Future Status of Gold 


In connection with the flow of gold 
to this country in recent months there 
has been concern about the future of 
gold. Comments have been made to 
the effect that soon we shall have nearly 
all the monetary gold in the world, and 
that since some other nations have ap- 
parently deviscd satisfactory monetary 
systems that are completely divorced 
from gold we may find ourselves with 
a large pile of yellow metal that no na- 
tion will ever again want. It is argued 
that we shall some time take a large 
loss on our stock of gold, and also that 
we may lose out in the foreign trade of 
the world if we refuse to change our 
monetary system and our practice of 
settling international trade balances 
with gold shipments. 

Fears of any such disastrous develop- 
ments are baseless, but it is true that 
we have more gold than we need and 
more than we want. After the war is 
over it will be necessary to face the 
problem of how some of our gold can 
be distributed to the other nations. They 
will very much need it in the period of 
reconstruction, and it will be greatly to 
our advantage to have the gold more 
widely distributed. If the nations of 
the world ever have an international 
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money standard on an extensive scale it 
will be a gold standard. The gold stand- 
ard is the best standard with which the 
world has had experience during its 
thousands of years of monetary experi- 
mentation. 

The only alternative to gold would 
be a complete regimentation of foreign 
trade by governments. It would mean 
reducing world trade to a primitive bar- 
ter basis. Possibly in the disorganiza- 
tion resulting from the war barter may 
be rather widely used for a while, but 
it is idle to talk of barter as a perma- 
nent substitute for gold. For example 
Germany will not putter around for 
long with barter if and when she can 
get gold. As a. part of the war propa- 
ganda a German official recently made 
a statement threatening to destroy the 
value of gold. About the same time one 
of the press associations published a 
dispatch saying that a meeting of Ger- 
man and Italian government economists 
had been called for the purpose of 
working on the problem of how these 
two governments could return to mone- 
tary systems fully based on gold when 
the war was over. After a few years 
of experience with inconvertible paper 
currencies, barter, import controls, and 
other substitutes, most countries will be 
as glad to return again to the gold 
standard, if it becomes possible for them 
to get enough gold to do so, as they 
were after the last war. 

Gold does not lose its value because 
some countries are forced to use sub- 
stitutes. Gold has all the necessary at- 
tributes of basic money. It is durable, 
does not deteriorate, can be easily 
manipulated, is divisible without loss, 
and it has the property of scarcity in 
that its supply cannot suddenly be 
greatly increased. There is a basic uni- 
versal desire for gold that has existed 
from time immemorial. 

Gold performs two monetary func- 
tions. It serves as a specie base for our 
domestic monetary system, and it serves 
as the medium for settling international 
balances. Our major domestic gold 
problem is to refrain from creating a 
superstructure of credit on our exces- 
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is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
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and heating equip- 
ment; GMC trucks; 
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HALL and other 
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foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK - BRANCHES IN PRINCIPAL CITIES 


sive gold base during the time we hold 
such a large part of the monetary gold 
of the world. For the present we must 
continue to buy all gold offered at 35 
dollars an ounce. Not to do so would 
greatly harm Great Britain in her war 
effort. Nothing much can be done about 
redistributing gold among the other 
countries until the outcome of the war 
is known. When peace comes the re- 
distribution of gold will be one of the 
basic problems of reconstruction and 
restoration of normal trade. 


© 
BANKING NECESSARILY COMPLEX 


It is well to remember that the attacks 
on the American banking system made 
in the past will be renewed in the 
future. The criticism that the system is 
too complex and that it is a relic of the 
“horse and buggy days” will be hurled 


at it again by those who would change 


it. “Think how much better it would 
be,” say these critics, “if we had but 
one bank in this country—a Bank of 
the United States, with branches.” 
Such a system would be simple, as 
simple as a totalitarian state, which is 
the simplest form of government ever 
conceived by man. If you are looking 
for simplicity in government or bank- 
ing, don’t expect to find it in a democ- 
racy. Whenever you set up a govern- 
ment hased on the promise that the 
individual is supreme and that the state 
has only such powers as may be dele- 
gated to it by the people, and you en- 
deavor to provide checks and balances 
designed to keep such a government 
from falling to pieces, you do not arrive 
at anything simple. Democracy is a 
complex thing, and at the heart of it 
is an independent banking system. which 
itself is necessarily complex.—W. A. 
McDonnell, Executive Vice-President, 
Commercial National Bank, Little Rock. 
Arkansas, in a recent address. 
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Post-War 


Banking Problems 


HE- banking problems thus far cre- 

ated in the United States by the 

developments in Europe, great as 
they are, will in all probability be over- 
shadowed by those which will arise at 
the end of the present holocaust. The 
assumption, of course, is that this coun- 
try will not be involved in the conflict. 
Should this prove not to be the case, 
however, it is almost certain that the 
power of the Government over business 
in general, and over the financial in- 
stitutions in particular, will increase. 
In the event of war, private considera- 
tions must be subordinated, and all ef- 
forts of the nation must be directed 
toward winning the war. Where this is 
not the case, and where private inter- 
ests are placed above those of the na- 
tion, as was the case in France, the end 
is bound to be disastrous. 

In endeavoring to analyze the after- 
effects of the war on the banking situa- 
tion in the United States it is necessary 
to consider first the European situation 
and then the implications of the rear- 
mament program. 

Irrespective of the outcome of the 
war, the old order in Europe is gone. 
In case of a British victory, one may 
expect the establishment in most coun- 
tries of Europe of a mild socialistic 
form of government, with the mainte- 
nance of a fair degree of democracy. 
Should Germany win, a radical Nazi- 
fied Europe will emerge. In case of 
utter chaos, communism will prevail 
all over Europe. 

It is also fairly certain that the eco- 
nomic reconstruction of Europe will be 
much more difficult than was the case 


By Marcus Nadler 


Professor of Finance, New York University, 
New York City 


after the last war. In the first place, 
the damage done to property will be 
greater. Secondly, American investors 
are hardly likely to be willing to place 
billions of dollars at the disposal of 
the European nations as they did after 
the last war. The standard of living 
all over Europe is bound to be lower, 
and Europe as a whole will not be in a 
position to purchase commodities in 
this country to the same extent as be- 
fore the war. Europe is also likely to 
be a much keener competitor in the 
world’s markets than was previously 
the case. 

What effect all this will have on the 
economy of the United States is diffi- 
cult to foretell. Since this nation is 
more economically self-sufficient than 
any other major country of the world, 
the developments in Europe, Asia and 
Africa need not materially affect our 
mode of life nor our economic and po- 
litical foundations. To insure _ this, 
however, it is necessary to prevent any 
of the European ideologies, either to 
the right or to the left, from finding ex- 
pression in the United States. Also, 
plans must be formulated now by the 
Government and by business for meet- 
ing the decline in business activity that 
is bound to take place when the rear- 
mament program comes to an end. 


Rearmament Ptogram Effects 


Assuming that the United States will 
remain outside the conflict, the greatest 
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effects of the war on this country will 
be those created by the rearmament pro- 
gram. The effects of the rearmament 
program may be considered from three 
different angles: (1) effects on busi- 
ness activity while the rearmament pro- 
gram is being actively carried out, and 
afterwards; (2) effects on the relations 
between government and business and 
between business and labor; and (3) 
effects of the financing of the rearma- 
ment program. 

While rearmament lasts, business ac- 
tivity in the United States is bound to 
be great. Armaments is a relatively 
new industry and therefore affects the 
national economy of the country as a 
whole. The rearmament program has 
hardly started and will be sharply ac- 
celerated in the future. The peak, in 
all probability, will not be reached un- 
til some time in 1941 or 1942. 

Only a complete victory of Great 
Britain or a negotiated peace between 
the belligerents which would remove 
the danger of future wars could bring 
the rearmamnent program to a sudden 
end. On the other hand, a German vic- 
tory or a merely patched-up truce 
would tend to make rearmament a per- 
manent part of our economic life. 

Once the rearmament program comes 
to an end, however, the effect on busi- 
ness activity in this country will be de- 
cidedly unfavorable. The degree of the 
decline will depend upon the price and 
wage levels, upon the amount of over- 
expansion and dislocation in the vari- 
ous industries, and upon the political 
situation. Since rearmament may come 
to a sudden end, and since in any event 
it will some day be materially slowed 
down, it is highly desirable that busi- 
ness leaders, and’ particularly banking 
executives, as well as the Government, 
should give close attention to the ques- 
tion of how the inevitable business de- 
cline can be counteracted. In making 
long-term loans to industry which may 
mature during a period of extreme de- 
flation, banks should take account of 
this contingency. When purchasing se- 
curities other than Governments, the 


banks should inquire carefully as to. 


how a material decline in business ac- 
tivity might affect the earnings of the 
obligors. The possibility of a decline 
with the ending of rearmament should 
be studied particularly in connection 
with the acquisition or the holding of 
bonds other than those considered as 
money bonds. 

It is generally feared that the rear- 
mament program may ultimately lower 
the standard of living of the people in 
the United States and may cause a sharp 
rise in commodity prices, often termed 
price inflation. This does not neces- 
sarily have to follow. Increased rear- 
mament means an increase in the utili- 
zation of raw materials and of man- 
power. As the nation as a whole works 
harder and for longer hours, and as 
the plant facilities of the country are 


‘Since rearmament may come 
to a sudden end and since in any 
event it will some day be mate- 
rially slowed down, it is highly 
desirable that business leaders, 
and particularly banking execu- 
tives, as well as the Government, | 
should give close attention to the 
question of how the inevitable 
business decline can be counter- 
acted. In making long-term 
loans to industry which may 
mature during a period of ex- 
treme deflation, banks should 
take account of this contingency. 
When purchasing securities 
other than Governments, the 
banks should inquire carefully 
as to how a material decline in 
business activity might affect the 
earnings of the obligors. The 
possibility of a decline with the 
ending of rearmament should be 
studied particularly in connec- 
tion with the acquisition of the 
holding of bonds other than 
those considered as money 
bonds,’’ points out Dr. Nadler 
in the accompanying portion of 
his recent ABA _ convention 
address. 
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‘In the interest of the nation 
as a whole, and even though it 
may be against their own inter- 
ests, the banks should advocate 
that national defense obligations 
be sold primarily to ultimate in- 
vestors and not to the banks. 
When securities in general are 
bought by ultimate investors, it 
merely leads to a change in the 
ownership of already existing 
deposits. On the other hand, 
when the banks buy securities— 
and it makes no difference 
whether they are corporate or 
Government obligations—it leads 
to new deposits. The deposits of 
the country are already too 
large for the volume of business 
and for the commodity prices 
prevailing at present or for 
those which may prevail in the 
near future. A further increase 
in the volume of deposits based 
on the purchase of obligations is 
not only undesirable but also 
dangerous.”’ 


more fully utilized, the increase in the 
national income may be greater than 
the cost of rearmament. To be sure, 
certain classes will be affected by the 
increased cost of government and the 
increased taxes, and their standard of 
living may be decreased. The nation 
as a whole, however, if the rearmament 
program is accompanied by harder 
work, need not be adversely affected. 
As long as rearmament is accompanied 
by an increase in the productivity of 
labor and of equipment there will be 
no need of curtailing the production of 
consumers’ goods, as was the case in 
all belligerent countries. On the other 
hand, if the supply of consumers’ goods 
keeps pace with the increase in pur- 
chasing power, the danger of inflation 
will automatically disappear. 


Government—Business—Labor 


Of perhaps greater importance than 
the effects of rearmament on business 
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activity are its effects on the relation- 
ship between government and business, 
on the one hand, and between business 
and labor on the other. The rearma- 
ment program is already of necessity 
increasing the power of the Government 
over the economic life of the nation. 
A number of the heavy goods indus- 
tries are now to a considerable extent 
working on orders of the Federal Gov- 
ernment. Legislation providing for the 
taking over of industry by the Govern- 
ment whenever considered necessary has 
been passed. Rearmament has also al- 
ready caused an increase in taxes, with 
further increases to be expected as the 
program gets more fully under way. 
As the rearmament program develops, 
priorities over certain deliveries may be 
established which, in essence, will give 
the Government the power to direct 
production into certain channels de- 
sired by it. The powers of the Gov- 
ernment over the money market are al- 
ready practically unlimited. No fur- 
ther legislation is needed; in fact, it is 
hard to see how these powers could be 
further increased. 

If the rearmament program should 
cause a material increase in commodity 
prices, then in all probability the Gov- 
ernment will seek and obtain powers 
to regulate prices in order to prevent 
inflation. 


The rearmament program is also 
bound to affect the relationship be- 
tween employe and employer. Already 
labor in some industries has demanded 
and received an increase in wages. As 
the rearmament program progresses, the 
heavy goods industries engaged in the 
production of war materials are bound 
to draw skilled labor from those indus- 
tries not engaged in armament work. 
Any increase in wages paid by the 
armament industry will therefore soon 
spread to other industries, thereby caus- 
ing a general increase in the cost of 
production. Sooner or later such a 
development will affect prices of manu- 
factured goods. In this connection, 
the fact should not be overlooked that 
the cost of labor today in the United 
States is more rigid than before, and 
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that when the decline in business ac- 
tivity occurs, as is usually the case 
after a period of rapid expansion, it 
will be much more difficult to readjust 
the cost of production than has been 
the case in the past. This factor, too, 
needs the careful attention of bankers 
in the formulation of investment and 
loan policies. 

Financing of the rearmament pro- 
gram will bring in its wake a number 
of other problems particularly affecting 
the banks. Upon the solution of these 
problems will depend not only the wel- 
fare of the nation but also the status 
of our economic and political system. 
In the solution of all these problems 
the banks should play an important 
role. 

Policy Suggestions 


What suggestions as regards policy 
can be made to the banks under pres- 
ent circumstances? In the first place, 
it would seem to me that the first ef- 
forts of the banks should be directed 
toward finding a solution to the prob- 
lem of huge excess reserve balances 
which is closely tied up with the gold 
problem. The gold standard has served 
the world well, and it operated satis- 
factorily so long as the international 
financial and political situation was 
more or less normal. Complete aban- 
donment of the gold standard could 
only mean absolute Government con- 
trol over all international financial 
transactions, which would mean _in- 
creased control by the Government over 
banking. One of the major tasks of 
the banks of the country, therefore, is 
to study, preferably in codperation with 
the Government, the most feasible 
means of solving the gold problem un- 
der the various circumstances that may 
arise after the war, and the problem of 
returning to sound currency ‘conditions. 

The second task that confronts the 
banks is that of using all their influ- 
ence in order that the rearmament pro- 
gram, which already has had such a 
decided effect on business activity, 
should not lead to an overexpansion, 
ultimately bringing about commodity 
price inflation. While I personally do 


not foresee any inflation in the near 
future, I believe it absolutely essential 
for the banks, for industry in general, 
and for the Government to see to it that 
during the period while the rearmament 
program is expanding, non-essential 
work be delayed and that a consider- 
able volume of capital investments be 
postponed for the day when the rearma- 
ment program comes to an end. 

Third, the banks of the country have 
already shown by their actions that 
they put national interests before pri- 
vate interests. In this present emer- 
gency the banks have given their full 
support to the Government, and I am 
sure they will continue to do so in the 
future. However, in the interest of the 
nation as a whole, and even though it 
may be against their own interests, the 
banks should advocate that national de- 
fense obligations be sold primarily to 
ultimate investors and not to the banks. 
When securities in general are bought 
by ultimate investors it merely leads 
to a change in the ownership of al- 
ready existing deposits. On the other 
hand, when the banks buy securities— 
and it makes no difference whether 
they are corporate or Government obli- 
gations—it leads to new deposits. The 
deposits of the country are already too 
large for the volume of business and 
for the commodity prices prevailing at 
present, or for those which may prevail 
in the near future. A further increase 
in the volume of deposits based on the 
purchase of obligations is not only un- 
desirable but also dangerous. 


Plan for Reconstruction 


Fourth, the United States is the only 
country in the world in a position to 
help in the post-war reconstruction of 
impoverished Europe, and for that mat- 
ter the entire world. While the war 
lasts there is very little that American 
banks can do. Once hostilities are over, 
however, the task of reconstruction will 
begin, and the type of economic system 
that will be established in Europe and 
the methods of international trade that 
will be developed will depend to a con- 


siderable extent upon the financial and 
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The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
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Free Demonstration Lesson 
BERLITZ iitcei: 
LANGUAGES 
R 630 Fifth Ave. 
International Bldg., Rockefeller Center 
BRooKLyNn 6 Court Street 
Baltimore Life Building 
...30 North Michigan Avenue 
Leader Building 
DeEtroIT David Whitney Building 
PHILADELPHIA 226 S. 15th Street 


PITTSBURGH Grant Building 
WASHINGTON 1115 Connecticut Avenue 


PS 


economic aid which the impoverished 
and exhausted European countries ob- 
tain from the United States. 

I therefore believe it highly advisable 
for business and banking leaders to 
formulate plans now to enable the 
United States to most effectively help in 
the reconstruction of those countries 
that are willing to adhere to our way of 
life and, if the need should arise, to 
combat totalitarian methods in interna- 
tional trade. 

Finally, the great task before the 
American people at large is to main- 
tain their precious heritage of the past. 
The flag of democracy and of private 
enterprise has been lowered in some 
countries, and the flag of autocracy and 
of government control has been raised. 
The American way of life and the po- 
litical and economic foundations upon 
which it rests have contributed materi- 
ally to the rapid development of this 
country during the past century and 
have raised its standard of living to a 


point formerly believed unattainable. 
It is up to the people of the United 
States to demonstrate that democracy 
and private enterprise cannot only func- 
tion successfully but can give the peo- 
ple who live under it a much higher 
standard of living and much greater 
economic and political security than 
any other form of government that has 
been evolved by the human mind. 


If during the present troublesome 
days and those that are bound to come 
in the future we maintain our American 
heritage and all that it stands for, we 
will have set an example which all na- 
tions sooner or later will endeavor to 
emulate. This is the principal task of 
the American people. This is the prin- 
cipal task of the American banks. 


© 


BANKING EVOLUTION 


BANKING is in the throes of evolution, 
and evolution is a stern process, lt 
often means that defective institutions 
are supplanted by better ones. Those 
institutions which sanely streamline 
themselves to meet changes and funda- 
mental conditions tend to survive. Those 
that do not, perish and are supplanted 
by others that will. 


Bankers manufacture and dispense 
credit which is the lifeblood of business 
and upon them rests the responsibility 
of wisely administering this function in 
the interests of the public. Evolution 
may take place within a bank, if there 
is enough open-mindedness on the part 
of the management to permit it. Many 
‘banks failed in the ’30s because of con- 
ditions over which they had no control. 
In the *40s there probably will be a few 
such cases but most of them will be be- 
cause management has not had the in- 
telligence and courage to submit to the 
process of evolution. The years ahead 
will test our fortitude, our sanity, our 
open-mindedness at every point.— 
Joseph E. Hughes, President, Washing- 
ton Irving Trust Company, Tarrytown, 
New York. 
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CREDIT, too, RESPONDS 


Today, ploughshares are being beaten into swords; the smoke of 
thousands of chimneys reflects the country’s dedication of its unparal- 
leled strength to the work of defense. In this great purpose the com- 
mercial banks throughout the land, aware of their responsibilities, are 


cooperating in vigorous measure. 


Bank credit — always mobile, always ready when needed — is taking 
an essential part in the production of materials and machines for 
national defense. The Chase, in its manifold relationships with cor- 
respondent banks in all parts of the country, is assisting in this effort, 
to the end that the needs of the nation may be met more easily, more 


swiftly, more surely. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
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The Future 


Course of Inflation 


N the confusion of the present tur- 
moil, at home and abroad, business 
men are concerned even more than 

usual with the immediate prospects of 
markets. They are asking what will 
happen during the next twelve months 
to the volume of business, and to the 
movements of prices and of wage rates. 
They see evidence on every hand of in- 
creased orders and increased prices. 
What, they ask, is the Government likely 
to do to stop a rapid rise in prices once 
it is started? 

These questions call for statistics and 
for prophecies, but no business man 
need apologize for being either a statis- 
tician or a prophet. If he is in busi- 
ness at all, he is in the business of fore- 
casting; and if he forecasts on the basis 
of evidence, he forecasts on the basis 
of statistics. He may be a poor fore- 
caster or a good one, but some kind of 
forecaster he must be, or never make 
another decision. 

In forecasting what degree of infla- 
tion is likely to come in the next twelve 
months, his best guide is the flow of 
purchasing power in relation to the 
flow of goods. Inflation, as I use the 
term, is nothing but a flow of currency 
and credit into the hands of those who 
wish to spend it, in excess of the flow 
of goods which are offered for sale. In- 
flation, so defined, is already here. 

Forewarnings are plain. Construc- 
tion contracts awarded and dollar sales 
of department stores both are at the 
highest level for ten years. This year, 
both steel production and electric power 
production will make new all-time high 
records. Rail shipments of manufac- 
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By William Trufant Foster 


President, Pollak Foundation for Economic 
Research, Newton, Mass. 


tured goods have increased abnormally, 
as has consumption of cotton and wool. 
Industrial activity as a whole by a 
dozen different indexes shows a recent 
sharp rise. 


Conditions Leading to Inflation 


In attempting to forecast the future 
course of inflation, we can do no better 
than consider the conditions which have 
paved the way for inflation all over the 
world, for the past century. The first of 
these is an excess of Government ex- 
penditures over receipts. In the United 
States, in the decade 1921 to 1930, there 
was a surplus of receipts every year; 
but in the decade 1931 to 1940, there 
was a deficit every year. Thus we have 
established the first condition which in 
the past usually has led to inflation. 

The second condition is mounting 
Government debts. The Federal debt 
has risen rapidly from 18 billion to 44 
billion. The reason why such huge 
debts lead to inflation is that, as tax 
rates rise, the point is sure to come 
when higher tax rates yield no higher 
returns. Payment of the debt on the 
prevailing price level thus becomes im- 
possible. Then the easiest way for the 
Government to lighten its burden of 
debt is depreciation of the dollar. In 
this way the Government can pay its 
debts, legally, with fifty cent dollars, 
or even with ten cent dollars. This is 
clandestine taxation. 
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The third condition which, under our 
Federal Reserve System, permits at least 
a ten-fold expansion of credit for every 
unit of gold, is a piling up of unused 
stocks of monetary gold. In fact, the 
only monetary system we have is one 
under which bank credit expands auto- 
matically and riotously precisely when 
expansion is most dangerous, and con- 
tracts with equal certainty and celerity 
precisely when expansion is needed. 
During the past ten years, as everybody 
knows, we have more than doubled our 
gold resources until, with 18 billions of 
gold, we have the greater part of the 
monetary gold supplies of the world. 
The performance has all the features of 
a comic opera. It makes old King Midas 
look like a piker. If these hoards were 
used even to the extent which the pres- 
ent law permits, they could produce far 
more disastrous inflation than we have 
hitherto suffered. 

There is, moreover, a fourth poten- 
tial source of inflation: lately the idle 
demand deposits in the banks awaiting 
use have increased from 13 billions to 
26 billions. And a fifth source: the 
excess bank reserves have risen from 
one billion to over six. 


War Expenditures Added 


These five conditions, which often in 
peace time have led to inflation, were 
created before we began to prepare for 
war. Now, with war hysteria and war 
expenditures added, we have the one 
agency for using inflation resources 
which, in the history of the world, has 
always been the most effective. In a 
recent month Government actual war 
expenditures rose to a new high of 200 
millions, and they are likely to grow 
rapidly until, by the end of the fiscal 
year, we shall have spent four or five 
billion dollars. 

These expenditures, directly and in- 
directly, will flow chiefly into payrolls; 
and over 90 per cent of the payrolls 
will be spent within two weeks after 
they are received. The immediate and 
inevitable result will be higher prices. 
This movement will gain much impetus 
during the next twelve months because 


the billions which the Government 
spends for defense will create virtually 
nothing which is offered for sale; 
whereas these same billions, flowing into 
payrolls, will be offered promptly in 
consumer markets for goods which can- 
not be produced fast enough to keep 
up with the payrolls. Under these con- 
ditions, inflation results, dollar for dol- 
lar, from expanded payrolls. 


Price Rise Process 


Object, if you like, that the new 
money is not real money; that it is 
merely the result of credits written on 
bank books; that it is based on the un- 
sound creation of Government debt. 
The fact remains that once a new dol- 
lar gets into circulation, it cannot re- 
member how it got started. It has the 
same effect on prices as any other dol- 
lar. Prices rise. 

Rising prices, moreover, mean rising 
costs of living, and higher costs of liv- 


‘‘War expenditures, directly 
and indirectly, will flow chiefly 
into payrolls; and over 90 per 
cent of the payrolls will be spent 
within two weeks after they are 
received. The immediate and 
inevitable result will be higher 
prices. This movement will gain 
much impetus during the next 
twelve months because the bil- 
lions which the Government 
spends for defense will create 
virtually nothing which is 
offered for sale; whereas these 
same billions, flowing into pay- 
rolls, will be offered promptly in 
consumer markets for goods 
which cannot be produced fast 
enough to keep up with the pay- 
rolls. Under these conditions, 
inflation results, dollar for dol- 
lar, from expanded payrolls,’’ 
states Dr. Foster in the accom- 
panying article, which is based 
on his recent address at the 
American Hardware Manufac- 
turers Association convention. 
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ing always mean demands for higher 
wages. Already labor unions are list- 
ing the concerns which have received 
the largest Government orders. There 
will be prompt demands for higher 
wages wherever the prospects seem 
best. Higher wages, however, promptly 
lead to still higher prices. Thus is 
started the familiar vicious spiral of 
inflation. 

Initial results of this process are al- 
ready here. During the current year, 
‘production of durable goods is likely 
to show a 30 per cent increase over the 
1935-39 average. Thus we shall have 
restored one of the prerequisites of 
prosperity which has caused so much 
concern to economists for several years. 
Industrial production as a whole will 
make new high records; but, to repeat, 
a large part of this will not create or- 
dinary market supplies. 

It is true that these conditions have 
not yet produced results comparable to 
the underlying forces. That, however, 
is to be expected. In the first six 
months of the first World War, produc- 
tion in this country actually fell. It 
declined from 9 per cent above com- 
puted normal to 5 per cent below. It 
was not until two years later that pro- 
duction rose to 14 per cent above nor- 
mal; but by that time we were produc- 
ing 55 per cent more per capita than 
we produced twenty years later. 


Price Control Success Unlikely 


We are told, however, that the Gov- 
ernment is taking steps to control 
prices. We hear that the Retailers’ Ad- 
visory Committee, chosen by the Con- 
sumer Division of the National De- 
fense Advisory Commission, is endeav- 
oring to prevent a rise in prices. All 
we can say in this connection is that 
if the Government succeeds in con- 
trolling prices under these conditions, 
it will be the first success in the history 
of this country, or any other country. 
Governments the world over have un- 
dertaken to control the price of copper, 
zinc, tin, sugar, coffee, raw silk, cotton, 
wheat and rubber, to mention only a 
few of innumerable attempts. These 
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attempts have one thing in common: 
all, without exception, have failed. 

They have failed because they ignore 
the function of price. The function of 
price is to move goods. When there 
are no arbitrary interferences, goods 
are moved. The fact that the goods 
are moved shows that prices are right. 
Price is the sign of trouble; not the 
cause of trouble. To attack prices gives 
no more promise of relief than to smash 
the thermometer because the tempera- 
ture is too high. 


© 


WHEN SHOULD BANK CLERKS 
MARRY? 


The directors of the Provincial Bank 
of Ireland have decreed that none of 
their clerks is to marry until his salary 
has reached £150 per year. The con- 
sternation among the subordinates of 
this institution, owing to this dictum, is 
better imagined than described. The 
fact that the possible maximum of a 
clerk’s salary is only £120 does not 
lessen the hopeless outlook for prospec- 
tive benedicts. The irony of their posi- 
tion is intensified by the fact that these 
forlorn youths are required to con- 
tribute £4 per year towards what is 
called the “Widow’s Fund.” They rea- 
son with great perspicacity that a man 
who cannot marry cannot leave a 
widow. For other men’s relicts, they 
mildly protest, it is not fair to be taxed. 


© 


THE preservation of the American sys- 
tem of banking can be accomplished 
only by improving it from within and 
protecting it from without. If we are 
to improve our system from year to 
year, we must know our banks. We 
must recognize that our banking system 
is not, and cannot be permitted to be- 
come, a fixed or static thing; that just 
like the American form of government 
of which it is a part, this system is, and 
must be if it is to retain its present form, 
a growing, evolving, dynamic system.— 
W. A. McDonnell, Executive Vice-Presi- 
dent, Commercial National Bank, Little 
Rock, Arkansas, in a recent address. 
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Oud Republic’s simple, practical plan of insuring 


personal loans against the death of borrowers is reducing risk and 
building profits for hundreds of 

commercial banks in 32 states 

from New York to California. 

The plan costs a bank nothing to ieee tal 

install and operate. How it works ths U 

is clearly explained in the portfolio Ted 
shown at the right. Bank officers 

are invited to send for a copy Ona ig Dub 


without cost or obligation. S Chg ©rpany 
Cage 


Old Republic 


Credit Life 


lnsurance 


The pioneer in 


adapting credit life 


insurance to the needs 
of commercial banks 


with personal loan 


departments. 
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Liquidate Federal 


Credit Agencies 


HE Federal Government during the 

past decade has itself entered the 

banking business on a vast scale. 
Government credit agencies report out- 
standing loans and investments of up- 
wards of $9,000,000,000 at the present 
time. There has been strong support 
in Washington for utilizing these agen- 
cies in the financing of the national de- 
fense program. 

The Reconstruction Finance Corpo- 
ration has already considered the ad- 
visability of making commitments for 
loans to finance various features of the 
defense program. The Export-Import 
Bank may lend as much as an additional 
$500,000,000 abroad. Serious consid- 
eration has been given, also, to forming 
an international cartel or some similar 


‘“‘The existing Government 
lending agencies were created to 
solve problems produced by the 
severe depression and the finan- 
cial crisis of the early thirties. 
That crisis has long since passed. 
It would be logical, therefore, 
particularly in view of the 
strength and the enormous sur- 
plus lending power of our com- 
mercial banking system today, to 
begin now to liquidate these 
agencies, rather than to expand 
them further after the need for 
them is gone,’’ suggests Mr. 
Bower in the accompanying por- 
tion of his recent address before 
the National Industrial Confer- 
ence Board meeting. 


By Joseph A. Bower 


Executive Vice-President, Chemical Bank 
& Trust Company, New York City 


arrangement looking to the utilization 
of part of the Export-Import Bank 
funds in the financing of export sur- 
pluses in Latin-American countries, 
thus taking over trade financing that is 
now accomplished through regular com- 
mercial banking channels. The Com- 
modity Credit Corporation is making 
loans on crop surpluses that cannot be 
exported and new Government agen- 
cies are being established to finance 
reserve stocks of imported raw mate- 
rials. 

If the Government credit agencies are 
to finance the defense program it con- 
stitutes a perilous step towards social- 
ized banking in the United States. If 
the Federal agencies are strengthened 
and expanded, the business of private 
commercial banks will be further in- 
vaded and curtailed. The larger these 
Federal credit agencies become and the 
more extensive are the powers given 
them by law, the less likely it is that 
they will be dissolved and the busi- 
ness of banking returned to private 
hands when the present emergency is 
over. 

When the Government enters busi- 
ness, experience has shown that its de- 
cisions are sometimes colored and in- 
fluenced by political considerations, and 
it is too much to hope or expect that 
the same course would not be followed 
if the policy of the Government is to 
give a further expansion of its banking 
business. 
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The existing Government lending 
agencies were created to solve prob- 
lems produced by the severe depression 
and the financial crisis of the early thir- 
ties. That crisis has long since passed. 


Liquidate Government Agencies 


It would be logical, therefore, par- 
ticularly in view of the strength and the 
enormous surplus lending power of our 
commercial banking system today, to 
begin now to liquidate these agencies, 
rather than to expand them further 
after the need for them is gone. In the 
past, borrowers have paid only interest 
to private commercial banks for money 
actually borrowed. If banking becomes 
a regular division of the Government, 
those very borrowers will pay not only 
interest but for losses the Government 
sustains, via more taxation. 

The first step should be to freeze the 
lending power of these Federal agen- 
cies, or most of them. Second, serious 
consideration should be given to the 
transfer of many of the loans already 
made by Federal agencies to the com- 
mercial banks of the country, so as to 
make a real start towards liquidating 
these emergency institutions. Where 
the risk attaching to such loans is too 
great for the banks to take them over, 
the Government can meet the situation 
by guaranteeing the banks against loss 
from the eventual liquidation of the 
assets transferred to them. Such a 
transfer of loans from Federal credit 
agencies to private banks would place 
the liquidation of these advances in the 
hands of trained credit men and lending 
officers. 


Finally, it should be provided that 
cash balances which they will build up 
through the repayment of loans or the 
liquidation of investments should go 
into the Treasury’s general fund, to re- 
duce the amount of borrowing needed 
for national defense purposes. By so 
doing, the danger that the Federal debt 
limit would have to be increased be- 
yond the present maximum of $49,- 
000,000,000 would be correspondingly 
lessened. 


Extent of Government Lending 


Let me be a little more explicit about 
the proposal just made. On July 31, 
1940, there were five Government credit 
agencies which had outstanding notes, 
debentures or bonds guaranteed by the 
United States Government and were en- 
gaged in the lending of money. The 
total amount of loans made by such 
agencies whose obligations were guar- 
anteed by the Government amounted to 
$4,039,000,000. Loans of agencies 
whose obligations are not guaranteed 
by the Government amounted to $3,- 
702,000,000. While legally the United 
States is not liable for these latter obli- 
gations, yet the moral obligation of the 
Government on them is generally rec- 
ognized. 

The accompanying table summarizes 
the loans and investments of the Gov- 
ernment credit agencies on July 31, 
1940. 

From most of these loans the Gov- 
ernment is receiving a higher rate of 
interest than is yielded by Government 
securities of comparable maturity. 
Under my proposal, the Government 


LOANS AND INVESTMENTS OF VARIOUS GOVERNMENT AGENCIES 
July 31, 1940 


Government corporations and credit agen- 


cies whose: 


Loans Investments 


Notes, bonds and/or debentures are 


guaranteed by the Government 


$4,038,622,126 $ 853,059,737 


Notes, bonds and/or debentures are 


_ not guaranteed by the Government.... 


3,702,184,914 916,327,567 


$7,740,807,040 $1,769,387,304 
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agencies would deliver these assets to 
the banks with a Treasury guarantee 
in which event a premium would, no 
doubt, be due to the agencies. 

Needless to say, there is no added 
risk to the Treasury from such guaran- 
tee, for the Government is already the 
owner of these loans and would suffer 
the loss if the borrowers should default. 
This is similar to those Export-Import 
Bank loans where that institution guar- 
antees loans made by commercial 
banks. 

The procedure followed in these in- 
stances by the Export-Import Bank is a 
clear indication that the Government 
has already approved, in principle, the 
suggestions I have made as regards the 
turning over of the assets of the Fed- 
eral lending agencies to the banks. 


Effects of Liquidation 


What would be the net effect of 
such a development? 

First: The Government would im- 
mediately receive a substantial amount 
of cash and would therefore not need 
to borrow as much in the open market. 

Second: The public debt would not 
increase as rapidly as would otherwise 
be the case. 

Third: The increased earnings of the 
banks would result in an increase in 
taxes paid by them, which would en- 
hance the revenues of the Government. 

Fourth: The Government would also 
have made a profit because of the pre- 
mium paid by the banks. 

Above all, such a development would 
take the Government out of the bank- 
ing business, and would place the func- 
tion of financing industry, trade and 
agriculture with the banks, which were 
established for just that purpose—for 
which purpose the banks are paying a 
franchise. 


Commercial Defense Loans 


Provided the Federal lending agen- 
cies do not continue to make their 
funds freely available to defense indus- 
tries on terms that commercial banks 
cannot safely meet, the national de- 


fense program can, in time, give rise to 
a substantial volume of sound loans by 
the banks. 

The commercial banks of the coun- 
try are amply prepared to meet any 
considerable demand for short-term and 
medium-term loans from industry that 
may result from the national defense 
program. Possessed of excess reserves 
aggregating $6,500,000,000, they are in 
excellent condition to meet such de- 
mands. At the same time, they can con- 
tribute to the success of the program by 
making their trained organizations 
available to aid in every possible way, 
customers seeking and receiving na- 
tional defense contracts. 

The banks were given a franchise 
to do the banking business of the coun- 
try and they are paying for this fran- 
chise. They have the resources, the 
ability and the disposition to give the 
material aid and assistance needed for 
financing the defense program and seck 
the opportunity to be helpful. 


© 


SLOGANS IMPROVE WITH 
REPETITION 


A SLOGAN is only good after you have 
repeated it 1,000 times. If you think 
it is old, and you discontinue it, you 
are stopping it just when it is begin- 
ning to make its greatest impression. 
It is like cutting down a tree just when 
it first begins to bear fruit——Price Gil- 
bert, Advertising Manager, the Coca- 
Cola Co. 
© 


WE are today engaged in the vast un- 
dertaking of making the United States 
invulnerable in a world at war. In that 
undertaking we all know in our hearts 
that success cannot be achieved easily. 
The desired result can be achieved only 
by hard work and sacrifice, and by ab- 
solute devotion to the national purpose. 
This means complete codperation be- 
tween the government, finance and all 
elements of industry—Winthrop VW. 
Aldrich, Chairman of the Board, Chase 
National Bank, New York City, in a 


recent address. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ITH Congress actually meeting 
now and then, some of the pend- 
ing banking bills will, theoreti- 

cally, have a chance for further consid- 
eration. This may test the sincerity of 
their sponsors. In fact, the general 
Congressional picture of confusion of 
purpose and lack of strong leadership 
is somewhat symptomatic of Washington 
now. The executive departments which 
have to do with bank supervision will, 
of course, continue on their way, with 
a bit more certainty now that the elec- 
tion is over. Other agencies are, how- 
ever, tied up with defense programs in 
some form or fashion. But even this 
activity is not running as smoothly as 
their heads would like to have the pub- 
lic believe. 

The long look for Washington these 
days is foggy. The election charges and 
counter-charges have been like thunder- 
storms but the atmosphere has not been 
entirely cleared. It is still raining, 
heavily. While the Third New Deal has 
begun, the President still lacks the co- 
hesive control that he and his advisors 
would like. The vote in the House on 
adjournment was a first test for the 
White House. It was clear enough that 
the President desired that Congress ad- 
journ. Many Republicans didn’t care 
about staying on. At the same time, a 
cloudy suspicion exists, arising from 
fear that the Administration might take 
advantage of the absence of Congress to 
use some of the emergency powers pos- 
sessed by the President. 


Defense Financing 


Though before this is printed there 
will be assurances that, really, all’s well, 


the situation in Washington was indi- 
cated very graphically when the Reserve 
Board and the Defense Commission an- 
nounced a program of bank coéperation. 
A method had been worked out where- 
by, broadly speaking, two types of con- 
tracts for either plant expansion or 
supplies, could be utilized, and the Gov- 
ernment would practically guarantee 
payment. In other words, the contracts 
could be taken to a bank, if desired, 
and credit secured. 


After a two day meeting between De- 
fense Commission officials and Reserve 
Board officials, a statement was issued 
which said, in effect, that the oppor- 
tunity to the banks to aid in the defense 
program was a “challenge.” This 
“challenge” was accepted by banking, 
for the American Bankers Association 
promptly responded by saying that the 
industry was ready and willing to do 
all possible in making such loans. 


However, just as it appeared that pri- 
vate banking was stepping forward to 
grant necessary credits so that Govern- 
ment agencies would not be obliged to 
furnish these credits, Jesse Jones, Fed- 
eral Loan Administrator, made public 
a letter to the War and Navy Depart- 
ments, saying that the Reconstruction 
Finance Corporation was willing to 
make such loans at 114 per cent interest 
rates. The effect of the Jones’ announce- 
ment was to place a low ceiling on bank 
loans for defense contracts. The 114 
per cent rate of the RFC thus became 
a club over private banking. One very 
important part of the picture is that 
neither the Reserve Board nor the De- 
fense Commission was forewarned by 
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the Honorable Jesse Jones for they read 
the story in the newspapers for the first 
time. And there you have Washington 
today! 


Tax Problems 


Even though Congress has voted to 
technically remain in session, it appears 
doubtful if Secretary of the Treasury 
Morgenthau’s recommendation for an 
increase in the statutory limit of the na- 
tional debt will be acted upon during 
the remaining weeks of this year. Mr. 
Morgenthau also aroused fears when he 
indicated that he still favored the tax- 
ing of all types of Government secu- 
rities. In fact, he went further, for he 
said he would use his power to issue 
Treasury notes which could be taxed. 

The increase of revenue to pay for 
the prodigious armament program is 
going to test the skill of the revenue 
law makers. At this time, there is no 
clear indication of the form and type 
of taxes which the Treasury Department 
will recommend to the House Ways and 
Means Committee. It is fairly certain 


that the whole tax scale will be lifted. 
There is apt to be a steepening of sur- 


tax rates, lower and higher income tax 
limits, with some talk of taxes on bank 
checks or on deposits. 

It may be expected that the lower in- 
come groups will not be taxed until all 
other efforts to raise revenue are ex- 
hausted. That is, there is a desire to 
avoid such easy revenue raisers as the 
sales tax. On the other hand business 
taxes of all kinds, concealed or appar- 
ent, will be more popular with the Ad- 
ministration. This will mean that while 
there will be much new business, and 
greatly increased activity in the business 
and industrial worlds, there will not be 
a great deal of profit for the use of 
capital. 

During the next two to three years, 
it is planned to spend $20 billion or 
more for defense. Last month this 
spending was going on at the rate of 
$280 million and by January of the 
new year it is expected to reach about 
$450 million a month. This is going to 
mean a heavy cost to the taxpayers in 
interest. This cost is now above $1.1 


billion annually. It is believed in some 
Governmental fiscal quarters that a 
more attractive interest rate may be 
necessary—comparable, perhaps, to the 
Baby Bonds—if the necessary Treasury 
securities are fully distributed among 
banks and their depositors. 


Steagall FDIC Bill 


Among the bills still pending before 
Congress, the best known is, without 
doubt, the Steagall measure to lower the 
assessment for the banks insured by the 
Federal Deposit Insurance Corporation. 
Representative Steagall, Chairman of 
the House Banking and Currency Com- 
mittee, is not at this writing making 
much headway in securing Congres- 
sional action. The difficulty seems to 
be that, except for the lower assessment 
rate, the bill is not especially pleasing 
to the banks, and the methods employed 
in handling the measure failed to please 
several Representatives and Senators. 
Efforts have been-made by Mr. Steagall 
to secure, if possible, unanimous con- 
sent to bring the bill up for a vote in 
the House. Up to this writing, these 
efforts failed. 

Senator Prentiss Brown of the Bank- 
ing Committee of the Senate, and Sen- 
ator Byrnes, whose measure was used 
to provide a means of expediting the 
bill, have served notice that they wanted 
further consideration should the House 
pass the Steagall measure. This would 
mean reference to the Senate Banking 
Committee, with possible hearings. This 
indicates still further delay. 


Agency Heads 
The future leadership of the Federal 


Deposit Insurance Corporation, is, ap- 
parently, a problem. At this time, Leo 
T. Crowley Chairman still serves. Be- 
fore the election it was stated that the 
President might make a move to accept 
‘his offered resignation late in the year. 
If this is done, a successor must he 
‘chosen. Strangely enough there seems 
to be a dearth of candidates. 

The election, however, assured the 
continuation of Marriner S. Eccles as 
Chairman of the Federal Reserve Board. 


502 THE BANKERS MAGAZINE for December, 19/0 


In 
deci: 
Micl 
wait 
siste 
of ( 
time 
Stat 





He would have resigned had Wendell 
Willkie been elected. The Comptroller 
of the Currency will likewise continue 
in his chosen réle of subsidiary of the 
Secretary of the Treasury. 


Michigan Branch Decision 


In the national banking picture, the 
decision of the Comptroller to grant to 
Michigan a new branch banking system 
waited until after the election. The in- 
sistence of some Republican members 
of Congress that a further extension of 
time be granted so that the Michigan 
State Legislature could act on the mat- 
ter, if it so desired, was not granted. 

This action of the Comptroller in de- 
ciding that Michigan shall be allowed 
to have a national branch banking 
chain, will probably still further inten- 
sify the contest between the branch 
banking advocates and those who be- 
lieve in independent unit banks. The 
Comptroller’s position is that he has no 
authority to deny the permit to establish 
the chain, if all technical details are 
complied with. The position of the in- 
dependent bank group holds that the 
Comptroller should not use his authority 
in this question until the State Legisla- 
ture in Michigan indicated its view, inas- 
much as the branch banking question 
revolves around a dispute over the 
phrasing of the law. 


Wage-Hour Controversy 


Other banking problems centering in 
Washington include those revolving 
around hours of labor. Col. Fleming, 
Administrator of the Fair Labor Stand- 
ards Act, has denied the request of the 
American Bankers Association for a re- 
hearing of its application to grant some 
form of exemption for the banks in the 
smaller towns. This is well known. 

When the ABA asked that bankers 
protest to their Congressmen over the 
decision of Col. Fleming, there was 
some irritation at the Department of 
Labor. And when these letters of pro- 
test did begin to reach Washington, 
officials of the Wage-Hour Division de- 
cided to let it be known that a number 
of bankers in the smaller towns favored 


the present interpretation. Just how 
many, and the proportion, has not, 
however, been revealed. 

But Col. Fleming’s position that a 
40-hour week is ideal for American 
industry and will not delay the defense 
program, has not pleased all groups. 
Some members of the Defense Commis- 
sion have disapproved. The British 
Purchasing Agency, or those closely 
connected with them, have plainly indi- 
cated that they preferred to see the work 
week lengthened, in order to make de- 
liveries on a faster schedule. It is not 
at all impossible that some compromise 
will have to be worked out. If, how- 
ever, the 40-hour week standard is com- 
promised, it is certain that no publicity 
will be accorded the fact by any Ad- 
ministration official. 


Wagner Study 


There is one large subject before 
many banking associations of the coun- 
try which, apparently, is not being 
taken any too seriously in Washington. 
That is the Wagner Resolution. Some 
replies have been received to the ques- 
tionnaire that was circulated, but Sen- 
ator Wagner, chairman of the Senate 
Banking Committee, has shown no 
great desire to open hearings or make 
these replies public. The fact that Con- 
gress will remain in session may stimu- 
late some activity. But it must be ad- 
mitted that the sessions may also be 
used as an excuse for further delay. 


0} 


THE financial advertising executive has 
within his keeping the commission of 
generalship against wastage of all 
kinds. The time is ripe, as never be- 
fore in history for him to lead the 
procession in this kind of thinking. As 
men in the midst of war plan for peace, 
so should financial institutions, manned 
by individuals thoroughly aware of the 
destructiveness of war, gear every op- 
eration toward eliminating wastage.— 
Robert J. Izant, President, Financial 
Advertisers Association, and Vice-Presi- 
dent, Central National Bank, Cleveland,, 
Ohio. 


THE BANKERS MAGAZINE for December, 1940 





Investment 
and Finanee 


Epitrep By OSCAR LASDON 


Exeess Reserves 


XCESS reserves, which now amount 
to roughly $6,800,000,000, have 
long passed the point where the 

Federal Reserve System is able to exer- 
cise adequate control over the country’s 
credit facilities. With reserves at the 
astronomical level now prevailing, it is 
considered probable that Congress will 
soon be asked to vote further powers 
of restriction. For even if the Reserve 
Board increased reserve requirements to 
the present legal maximum, the excess 
would be cut by only about $1,000,000,- 
000. If, in addition, the Reserve System 
disposed of its total holdings of Federal 
securities of some $2,300,000,000, re- 
serves would be reduced by a corre- 
sponding amount and the excess would 
still be colossal. 

It is not desired, at this point, to 
check credit expansion and impede the 
defense program. But it is realized that 
the time has come for something to be 
done. In the near future, when pro- 
duction generally will be at capacity 
levels, tighter controls are likely to be 
needed. 

The unprecedented flow of gold from 
Europe has knocked our money market 
out of gear. What can be done to 
remedy this situation? What remedy 
can be effective and still not precipitate 
a severe decline in the Government 
bond market? After all, the Admin- 
istration cannot afford to hinder the 
borrowing of funds which are so vitally 
needed for rearmament purposes. 
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Numerous proposals have been ad- 
vanced as means for coping with the 
reserve problem. Most of them, how- 
ever, are fatally defective because of 
possible unfavorable repercussions on 
the bond market. 

One suggestion involves legislation 
which would raise the maximum reserve 
requirements that the Reserve Board 
may now impose. Another calls for 
the imposition of 100 per cent reserves 
against all foreign deposits. 

It has also been recommended that a 
reclassification of central reserve and 
reserve city banks be made. If the 
number of reserve cities were increased, 
higher reserves would be required of the 
institutions reclassified. This latter 
move, however, has been characterized 
as impractical. Charges of politics and 
discrimination would make their ap- 
pearance if restrictions were imposed 
on institutions in the urban centers 
while rural banks were left untouched. 

Also advanced is a proposal to freeze 
excess reserves at the present legal 
maximum and subsequently requiring 
100 per cent reserves against all new 
deposits. A progressive decline in ex- 
cess reserves would then accrue as a 
result of the shifting of many deposit 
accounts to other institutions where they 
would be classified as “new.” Each ad- 
ditional transfer would bring another 
account into the 100 per cent classifica- 
tion. 

However, 


considerable opposition 
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may be expected from such a move. 
Complications in classification of de- 
posit accounts, it is stated, would prove 
burdensome and render the proposal 
unworkable. Also, this procedure would 
be construed as bringing the commer- 
cial banking system within the shadow 
of the 100 per cent reserve plan which 
was the subject of so much controversy 
some years ago. It will be recalled 
that this plan would have permitted 
banks to lend only against their capital ; 
consequently, most of the banking 
would be taken over by Government 
agencies. 

The most unorthodox of all pro- 
posals, and one which would make pos- 
sible a sharp reduction in reserves with- 
out affecting the bond market adversely, 
involves the issuance of special Govern- 
ment obligations to be substituted for 
cash as legal reserves. In other words, 
cash would be replaced as the legal re- 
serve, and special Federal issues bear- 
ing nominal rates of interest, would be 
issued to the banks in place of existing 
holdings of Treasury obligations or for 
their cash. Deposit structures would 
then be based on these new Government 
issues and we would have retrogressed 
to a bond secured currency. 

Under this arrangement, it is con- 
tended, the higher the reserve require- 
ments (which would naturally have to 
be invested in new Government obliga- 
tions), the greater would be the demand 
for Federal issues. If this proposal is 
seriously advanced, it is likely to prove 
a shock to the financial community. 

The above method would reverse the 
customary procedure of selling secu- 
rities to obtain the necessary reserves 
and would, instead, require the purchase 
of Treasury issues when reserves were 


needed. 


_ 


SMALL BUSINESS IN THE DEFENSE 
PROGRAM 


Small business, which occupies such 
a vital place in our domestic economy, 
will not be ignored in the defense pro- 
gram. On the contrary, its aid is being 
actively sought and small business units 
will not find themselves out in the cold, 
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unable to assist in rearming the nation 
because of lack of adequate funds. 

By way of facilitating this program, 
Donald M. Nelson, Coordinator of Na- 
tional Defense Purchases, has been ap- 
pointed to the post of Director of Small 
Business Activities. Through this new 
office, the smaller enterprises of the 
country will be kept informed as to how 
they may best contribute to the rearma- 
ment program. They will also be as- 
sisted in negotiating and consummating 
contracts with the War and Navy De- 
partments, and in securing the requisite 
financial accommodations. 


In this latter connection the Director 
of Small Business Activities will co- 
operate with local banking institutions, 
as well as with the Federal Reserve 
banks and the Reconstruction Finance 
Corporation. 

In addition, the Director expects to 
provide a focal point for primary con- 
tractors and potential subcontractors in 
various parts of the country and this 
function will become increasingly im- 
portant as the system of subcontracting 
becomes more widely extended. Thus, 
the policy of the Defense Commission 
will be implemented by bringing into 
fullest possible use all available plant 
facilities and unused manpower in the 
small and medium size business sector 
without disrupting normal civilian re- 
quirements. 

So that the work of the office may 
be decentralized, the Defense Commis- 
sion is receiving the codperation of the 
Federal Reserve System. Also, the 
Board of Governors of the Federal Re- 
serve System intends to serve as operat- 
ing agent for the Defense Commission in 
carrying out this program. 

At the request of the Federal Reserve 
Board, a senior officer will be desig- 
nated in each Federal Reserve bank and’ 
branch to handle all problems relating 
to field and technical activities. It will 
be the responsibility of these designated’ 
officers of the Federal Reserve banks to: 
report on the availability of small busi- 
ness enterprises in their districts to par- 
ticipate in the defense program; to 
familiarize local banks with the proced- 
ure to be followed in accepting assign- 
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ment of Government claims as security 
for loans; to encourage local banks to 
make loan commitments on condition 
that borrowers obtain Government con- 
tracts; to furnish business enterprises in 
their districts with information on the 
procedure to be followed relative to ob- 
taining defense contracts; and to assist 
small business enterprises to obtain 
necessary financing from their local 
banks. By utilizing the services of the 
Federal Reserve banks in their own ter- 
ritories, the small business men through- 
out the country will be in a position 
to obtain promptly and accurately in- 
formation they require to play their part 
in the defense program. 


TREASURY FINANCE 


This year has witnessed the passage 
of two tax measures and it is entirely 
probable that, during the next few 
months, another bill will be enacted. 
Congress, it appears at the date of this 
writing, will shortly be called upon to 
vote additional revenue legislation. 

Secretary of the Treasury Morgenthau 
recently expressed his opinion that a 
rise of $15,000,000,000 to $20,000,000.- 
000 above the present $49,000,000,000 
national debt limit would be necessary. 
But to curb the growing deficits as much 
as possible, the Treasury is also re- 
ported to be seeking the imposition of 
levies which will bring in about $1,000,- 
000,000 more revenue. 

The precise nature of the new levies 
is not as yet known. It is anticipated, 
however, that a new tax bill will pro- 
vide for an adjustment of the excess 
profits tax (based on average net return 
on capital and affecting high rate of 
earning companies particularly), an in- 
crease in rates on personal incomes, and 
levies of a consumer nature such as soft 
drink taxes. 

It is also indicated that the Treasury 
intends to ask Congress to make all 
future Government issues fully taxable. 
Such a change, however, will not be im- 
mediately productive of large receipts. 

With reference to this latter move by 


the Treasury, its announcement of in- 
tention resulted in a sharp upward price 
movement of Treasury and municipal 
obligations. For, if only existing issues 
are to be favored with tax immunity, 
naturally the supply of such issues will 
become scarcer as time goes on. It was 
this factor which stimulated large-scale 
purchasing. 

From a short-term standpoint, how- 
ever this scarcity factor may be more 
imaginary than real. It is obvious that 
some price differential will exist be- 
tween taxable and exempt issues and 
that a greater yield will be afforded by 
those obligations bearing the special 
privilege. But this price spread 
would undoubtedly stimulate profitable 
“switching” operations by those holders 
whose incomes, regardless of the source, 
are not subject to taxation. And in 
this category we find mutual savings 
banks, educational and other funds, «s 
well as state and local governmental 
bodies which have exempt issues in the'r 
sinking funds. Certainly, an abundant 
supply is held by these investors and 
this supply should prevent the price 
differential from becoming too wide. 

A large volume of Federal issues 
must be floated within the next few 
years to finance the rearmament pro- 
gram. As already pointed out, business 
will be operating at top speed and 
shortages of goods will provide an ex- 
cellent background for inflationary ten- 
dencies—especially, if finances aren't 
handled carefully. It is with this thought 
in mind that a group of monetary ex- 
perts recently advised the Treasury to 
seek future funds, as far as possible, 
from the actual savings of individuals 
and institutions rather than relying on 
commercial bank credit expansion, as 
has been the custom. 


It is likely that the Treasury will not 
seek its immediate needs from the banks 
but that some attractive longer-term is- 
sue may later be made available to the 
rank and file investors. This offering 
might be patterned along the lines of 
the U. S. Savings bonds (being non- 
negotiable and not subject to immediate 
redemption), but might differ in the re- 
spect that they would bear coupons. Of 
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course, financing of this nature will re- 
sult in higher interest costs but it is the 
only sensible policy that can be 
adopted. 


a 


TAX EXEMPTION 


Last month, in this column, we pre- 
sented the views of the minority of a 
Senate committee which had considered 
the problem of taxing governmental se- 
curities. It will be recalled that the 
minority was definitely of the opinion 
that the proposal to institute such taxa- 
tion was based on rather flimsy grounds. 

A formal majority report, just issued, 
takes exception to many of the findings 
heretofore discussed. In one single re- 
spect, however, the judgment of both 
majority and minority groups coincide. 
In the words of the majority report, 
opposition is unanimously voiced “to 
any attempt to tax outstanding bonds 
of Federal, state or municipal govern- 
ments, except in so far as they are taxa- 
ble by their terms or under law and 
practice at the time of their original 
issue.” 

But this conclusion is not as hearten- 
ing and reassuring as it sounds. It does 
not dissipate the fears of unconstitu- 
tional extension of Federal power. It 
merely states, as already noted, that 
state and municipal issues already out- 
standing should not be taxed. What 
about state and municipal obligations to 
be issued in the future? 

The majority strongly recommends 
that the tax exempt privileges of bonds 
be eliminated in all future issues. It is 
urged that in the case of existing bonds 
with tax exempt features, these should 
be refunded, where possible, at lower 
rates of interest and the tax immunity 
limited to the maturity date of the 
original bonds. 

It is recognized that taxation of in- 
terest on governmental issues will 
necessitate higher coupon rates in order 
to assure continued investor interest. As 
to the extent of such increased interest 
costs to state and local governmental 
bodies, estimates were varied. The 
Treasury computed added expenses of 


from $40,000,000 to $100,000,000 while 


witnesses for the political subdivisions 
predicted that the added costs would be 
over $110,000,000. 

As to the added costs of the Treasury, 
these estimates range from $19,000,000 
to $50,000,000 while increased revenues, 
for the Federal Government, on the 
other hand, are calculated between 


$179,000,000 and $337,000,000. 


_— 


BOND NOTES 


In a recent address before the North- 
ern Anthracite Bankers Association of 
Pennsylvania, Daniel L. Grant presented 
an elaborate discussion of the character 
and management of a bank’s non-local 
assets. Mr. Grant, who is president of 
Grant & Atkins, Inc., investment coun- 
sel, considered the problem of bond in- 
vestments and, in particular, the fetish 
of the “ten-year staggered maturity 
list.” 

“Why ten years?” asks Mr. Grant. 
“I know of one conspicuous instance 
where it would be unsound banking for 
the portfolio to contain maturities go- 
ing beyond two or three years. I know 
of another where to accept the yield 
which can be expected from a ten-year 
staggered maturity list, under current 
conditions, requires pressing down upon 
the interest rate which the bank can pay 
to its long-term savings depositors. This 
is neither necessary nor sound banking 
under present conditions. I believe in 
staggered maturities. I believe in any 
arrangement which helps to systematic- 
ally place liquid assets at the disposal 
of the banker for fresh commitment. A 
staggered list serves this end without 
dependence upon the bond market. I 
do not, however, believe in any arbi- 
trary rule-of-thumb method such as, say, 
the ten-year staggered maturity as a 
general solution to the banker’s prob- 
lem. Too much depends upon the pe- 
culiar situation of a given bank. In 
fact, the very uniformity of the accept- 
ance of this formula, so long as the 
habits of underwriters and dealers con- 
tinue as they have in the past, is in it- 
self a frustration to those who follow 
this mechanical idea.” 
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ON THE 


WEST COAST 


By JOHN FARNHAM 


ESPITE the fact that Western 
bankers voted the Republican 
ticket almost to a man last month 

there is a feeling among most of them 
that the results of the election won't 
really make a great deal of difference. 
The things expected of the third term, 
other than Mr. Roosevelt’s penchant for 
throwing bricks at people he doesn’t 
like and his Alice-in-Wonderland fiscal 
policy, are about the same as the things 
which would have been expected had 
Mr. Willkie been slated to take office 
come January. 

A Willkie Administration would 
almost certainly have continued the 
lending activity of the AAA agencies, 
notably the Production Credit Corpora- 
tion, but on a more nearly banking 
basis than has been the practice in the 
recent past. Pretty much the same thing 
is expected of the third term. Tighten- 
ing of Production Credit Corporation 
practice is seen likely to follow, because 
Henry Wallace’s influence at the Agri- 
cultural Department is presumably over 
now that he is to take over the presid- 
ing officer’s chair at the Senate. A new 
Secretary of Agriculture would seem 
bound to do two things: first, inaugur- 
ate a new farm program; second, put 
the farm lending activities of the Gov- 
ernment on a business-like rather than 
a Salvation Army basis. The first 
follows from the fact that the New 
Deal’s farm program, as conceived by 
Mr. Wallace, was proved by the elec- 
tion to have been a complete flop. 
Hardly a Western farming county, out- 


side the South, voted the Democratic 
ticket this year despite the fact that 
they were all supposed to have become 
New Utopias. Since the farm problem 
is not one that can be cured by an act 
of Congress, whatever new scheme is 
thought up won’t work, but that won’t 
stop something new being tried. Be- 
cause every conceivable way of giving 
away money has already been used, the 
new program will have to concentrate 
on something else and probably will 
follow along lines favored from time to 
time by Senator McNary. This, of 
course, would have been likely had Mr. 
Willkie triumphed in November. As 
to the Production Credit Corporation, 
it is not generally realized, but that 
lending agency has taken, and still is 
taking, a severe punishing from count- 
less aggressive country banks. The 
latter despite the disadvantage of rate 
are getting all the good loans in their 
territories. The Production Credit boys 
get only the loans which no bank with 
an eye to its own solvency would take 
on a bet. Many bankers may dispute 
this, but your correspondent can prove 
up and will go on record as saying: 
if a country banker knows his business, 
he can get all the farm paper he wants, 
regardless of his rate and regardless of 
the number of loan solicitors for the 
Production Credit Corporation around 
his territory knocking at farm house 
doors. That being the case—and the 
Production Credit Corporation knows 
that it is—you can look for better Cor- 
poration lending practice now that the 
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Administration’s Mr. Wallace has been 
transferred from the Department of 
Agriculture to the Senate. 

J 


Public Ownership Question 


Then, on the public-ownership front, 
the vote on specific public utility owner- 
ship questions in the Northwest indi- 
cates that there is going to be less and 
less privately owned power up there in 
the years to come. The election of Mr. 
Willkie wouldn’t have changed that. 
But, by the same token, the election of 
Mr. Roosevelt will not hasten public 
ownership anywhere. It seems to come 
down to this: the people who want pub- 
lic ownership of their utilities are 
going to have it and the people who 
don’t want public ownership aren’t 
going to have it, regardless of what 
Washington thinks they should want. 
This is borne out by the vote in San 
Francisco, which retired Congressman 
Havenner to private life despite all that 
Secretary Ickes could do to save him. 
Mr. Havenner is, and was, the chief 
proponent of the proposition that the 
city of San Francisco should take over 
some of the properties of the Pacific Gas 
& Electric Company and, although many 
people voted against him for other 
reasons, it was his public ownership 
position that really defeated him. Add 
this all up and the answer comes down 
to the simple proposition that if the 
public of a given district want to own 
their gas and electric plants they will, 
and if they prefer that private manage- 
ment own those plants, nothing in the 
world will make the public buy them. 
More, the publics in question seem dis- 
inclined to be swayed by pleas and 
propaganda from their fundamental 
wishes in this matter. 


Consumer Credit Field 


Banking wasn’t an issue in the cam- 
paign and hence it can’t be said what 
the election means in this direction, ex- 
cept that, of a certainty, easy money is 
going to be with us for a while yet. 
That, of course, is a national rather than 
a local condition, and wouldn’t belong 
in a parochial letter of this sort, if it 
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were not that the prospect of easy 
money for an indefinite period is going 
to have an effect on Western bank earn- 
ings wholly out of proportion to the 
effect it will have in other parts of the 
country. For the past five years or 
more, Western banks have had inordi- 
nately high earnings because of their 
large holdings of consumer paper, 
which has not been materially affected 
by the money market. Good commer- 
cial loans might be made at one per 
cent, but consumer paper stayed right 
in there at six, or better, regardless. 
But that is now changing. The national 
finance companies have been taking a 
severe beating from the banks and now 
they seem about to start a rate war in a 
final attempt to get back into the field. 
In one state, the finance companies are 
now reported as taking “with recourse” 
automobile paper at a three per cent 
discount, as against the banks’ six per 
cent rate Elsewhere the finance com- 
panies have broken the rate to five and 
promise to slash it further. A bank, 
unless it has a really substantial volume 
of contracts, cannot meet these rates, 
because bank costs are higher than are 
finance company costs. Hence, how- 
ever the banks turn, whether they cut 
to meet finance company rates or hold 
their own rates and lose volume, they 
face a period of lower profits in the 
consumer field. Not only will this 
apply in the case of automobiles, but 
in the case of other installment paper, 
for all such rates tend to follow each 
other. 

Possibly Western banks, particularly 
in the Mountain States, are more money 
conscious than banks anywhere else in 
the country and to them, in this field, 
the results of the election as it has now 
turned out are meaningless. A Repub- 
lican Administration would presumably 
have got rid of the Roosevelt silver 
program and now apparently Mr. 
Roosevelt will do the same. The three 
men principally responsible for Admin- 
istration silver policy have been 
Wheeler of Montana, Pittman of Ne- 
vada and King of Utah. The latter was 
defeated in the primaries and won’t be 
back in the Senate next year. Pittman 
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won re-election, but death took him a 
few hours later. Both of these mer 
were Democrats and have been replaced 
by Democrats, but their successors will 
carry little weight while they, because 
of their seniority, had tremendous power 
in the Senate. Their passing leaves 
only Wheeler, the least influential of 
the three, to fight the battle for silver 
from a preferred position. Silver, as a 
result, will almost certainly suffer. Fifty 
cents an ounce or even less can be ex- 
pected in the months to come. However, 
in the Mountain States, bankers are 
predicting a further cut in the gold con- 
tent of the dollar, something which 
doubtless would not have followed a 
Willkie victory. 


Banking’s Future 


Thus when everything is considered, 
it does not seem that the election has 
made so very much difference after all, 
now that the horror stories inspired by 
partisanship can be laid aside and for- 
gotten. This follows, it is felt, even in 
such purely political spheres as that of 
the Treasury’s vendetta against the Bank 
of America, N. T. & S. A., and some 
lesser institutions. The third term is 
not expected to inaugurate an era of 
good feeling, but it has pretty much 
accomplished its objectives in the case 
of individual banks, it would seem. The 
controls it has sought, it now has, and 
it is extremely doubtful if Mr. Willkie 
would have relaxed these controls to 
any extent. In the case of two or three 
banks where the RFC has placed de- 
serving Democrats, a change of Admin- 
istration in Washington would doubt- 
less have meant new faces. But other 
than that little change should have been 
expected. The Westerners to whom 
your correspondent has talked during 
the past few weeks are pretty well con- 
vinced that the war is going to change 
the fundamentals of private banking, 
regardless of what ideology takes over 
Washington. Most of these men see 
ahead a slow but sure mutualization, at 
the best, and a rapid socialization, at 
the worst, of the commercial banking 


structure. They don’t think Mr. Willkie 
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would have done anything about that. 
Indeed, they doubt that anyone could 
do anything about it. They see it as a 
trend stemming from deep economic 
causes of which we know nothing. This 
does not mean that private manage- 
ments are going to go, to be replaced 
by Government clerks of the calibre 
employed by the Post Offices, but it 
does mean that the day when chartered 
banking was its own master are over 
and that more and more it will function 
as an adjunct of the United States 
Treasury with about the same rights 
allowed to the railroads, which cannot 
abandon a mile of track or fix a tariff 
or even pay a salary without the consent 
of a bureaucrat in Washington. 
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STANDARDS OF PRACTICE 


The Financial Advertisers Association 


THE conduct of the Financial Adver- 
tisers Association and of the members 
comprising it is governed by the fol- 
lowing standards of practice: 

First: To cling steadfastly to truth 
in advertising and in all other public 
relations activities. 

Second: To seek public confidence 
on a basis of frankness and fair deal- 
ing, and on that basis only. 

Third: To work unceasingly toward 
public enlightenment along the lines of 
economic knowledge, as an aid in ad- 
vancing the financial welfare of the 
country, its business structure and its 
people. 

Fourth: To maintain the highest 
standards of financial advertising, and 
to discourage energetically advertising 
or business promotion methods that do 
not measure up to these standards. 

Fifth: To study continually meth- 
ods employed by financial institutions 
in building business and prestige, and 
make the results of this study available 
to its members. 

Sixth: To codperate to the fullest 
extent within our membership on all 
questions of common concern, that the 
principles and ideals for the association 
as herein stated may be advanced. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep By KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 
California Gold 


Some few of the gold-seekers in Cali- 
fornia have been successful in their pur- 
suit, but the bulk of them have not real- 
ized any thing beyond their immediate 
expenses. The consequence is, that 
many have returned to the Eastern 
States, and a large proportion of the 
remainder are now giving their atten- 
tion to agricultural and commercial 
pursuits. The belief is becoming gen- 
eral, that the surface gold deposits are, 
or soon will be, exhausted: and that the 
product of California gold in the year 
1851 will not exceed that of 1850. In 
the face of disheartening prospects, the 
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tide of emigration is as strong as at any 
previous time, and the steamers are in 
every instance crowded to excess. 

California must, however, become a 
great commercial state, and serve finally 
as the great highway between China and 
the United States. The most populous, 
and one of the most productive coun- 
tries in the world is now her neighbor, 
and within a few days’ reach. It is in 
this point of view, in reality, and not 
as a gold-producing country, that Cali- 
fornia must assume an important com- 
mercial position,—and thus furnish a 
vast market, and become a channel to 
a yet larger market, for the manufac- 
tures of this Union. 


509 YEARS AGO 


The Bankers Magazine 
Farm Relief 


The farmers doubtless need some re- 
lief and ought to have it. They should 
remember, however, that the borrowing 
of money, with many of them at least 
was voluntary, while others were un- 
duly persuaded, and borrowed, believ- 
ing that with better houses, farming 
implements, stock, and the like, they 
could easily repay with interest. So 
they plunged into debt. They have often 
paid too much in the way of interest, 
commissions, and other expenses; their 
indebtedness in many cases is a very 


THE BANKERS MAGAZINE for December, 1940 


December, 1890 


discouraging burden to them; and the 
hope is dark enough of extricating 
themselves from it. So then, relief must 
be administered, and if it is not, bank- 
ruptcy is sure to follow; indeed, mort- 
gaged lands are now passing into the 
possession of creditors, and ‘a feeling 
of despondency prevails. Of course, 
this is not so everywhere, and there has 
been a great deal of misrepresentation 
on the subject; but it must be adinitted 
that the farmer has become seriously 
burdened, and relief must be afforded 
to him. A bankruptcy law is one mode 
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of relief, but, as we have just said, it 
is not popular, and is becoming less so. 
It is not a pleasant thing for a man to 
be called a bankrupt; certainly, he 
much prefers, if this can be done, to 
have the course of the market changed, 
whereby he can get a higher price for 
his products, and this would doubtless 
happen from the flooding of the country 
with additional money. If the conse- 
quences of such a measure extended no 
further than to relieve the farmers all 
might rejoice, but such, unhappily, is 
not the case. One of the consequences, 
undoubtedly, would be that he would 
pay off his old debts and contract new 
ones, and when the reaction finally 
came, as it inevitably must from such 
an unnatural use of money, we fear that 


he would be more heavily indebted than 
ever, and therefore, in a worse condi- 
tion than he was before. Again and 
again was the debtor class, during the 
war, advised to discharge their debts 
and contract no more, for a fall in 
prices would surely come, that the vol- 
ume of money would inevitably shrink; 
but a repetition of this advice from 
every quarter proved unavailing; and 
we have not the slightest doubt that 
those who desire to borrow would be 
just as forgetful of the future as they 
were years ago. This is one of the rea- 
sons why the country should not launch 
into a wild scheme of money inflation. 
In the end, all classes, and especially 
debtors, would be worse off than they 
are now. 


25 YEARS AGO 


The Bankers Magazine 


National Banks and Savings Accounts 


Controversy over the right of national 
banks to advertise their savings depart- 
ments has arisen in the State of Cali- 
fornia, where the superintendent of 
banks declares that it was not the in- 
tention of Congress in the Federal Re- 
serve Act to give national banks the au- 
thority to engage in savings bank 
business. A provision of the Banking 
Act of California is also cited which 
says that “no banking association shall 
advertise savings or in any way solicit 
or receive deposits in the manner of a 
savings bank unless it is chartered as 
a savings bank under the California 
law.” 

Section 19 of the Federal Reserve 
Act, in fixing the reserves on various 
classes of deposits says: “Demand de- 
posits within the meaning of this act 
shall comprise all deposits payable 
within thirty days, and time deposits 
shall comprise all deposits payable after 
thirty days, and all savings accounts,” 
etc. Section 2 also continues the right 
of certain national banks to receive 
time deposits and to pay interest on the 
same. This section likewise confers on 
these banks the privilege of making 
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loans on real estate. This looks a good 
deal like a savings department, if not 
a savings bank. 

The notion that a national bank may 
not advertise savings or solicit or re- 
ceive deposits in the manner of a sav- 
ings bank, seems far-fetched. In con- 
ferring trust company powers upon 
national banks, the Federal Reserve Act 
expressly limits such extension of 
powers to those states where the state 
law does not conflict. But there is no 
such limitation with regard to savings 
accounts or to loans on real estate, or 
as to time deposits. It would seem to 
be a fair inference from the language of 
the act that Congress meant to legalize 
savings departments in national banks, 
and to sanction practices which have 
grown up in these institutions. If this 
is true, how can a state lawfully pro- 
hibit a national bank from advertising 
any part of its business? It may, pos- 
sibly, prohibit the use of the term “sav- 
ings bank,” although this may even be 
doubtful. The courts have sustained the 
right of Congress to legislate on the sub- 
ject of banking, and the state law will 
probably have to bend in this case be- 
fore the superior power. 
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Finaneial 
Situation 


HILE as of mid-November the air 

assault of Germany on England 

was still continuing, and still be- 
ing stoutly resisted, the theater of mili- 
tary operations has shifted to the Medi- 
terranean, and actual warfare exists 
between Italy and Greece. At the date 
mentioned important conferences were 
going on between Germany and Russia. 
Aside from these developments, the sit- 
uation as it has existed for some months 
is unchanged so far as relates to any 
decisive results, and from what may be 
seen at present the end of the European 
war appears far distant. Such, also, is 
the status of the conflict between China 
and Japan. 


ENGLAND 


THE fear of inflation is one of the ever- 
present dangers of a war economy, and 
that it should exist in England is quite 


Abroad.. 


A Monthly Survey 


natural. The Economist of London, dis- 
cussing the situation as to prices and 
debts, holds that it would be a counsel 
of perfection to expect that a large-scale 
war could be financed without some in- 
flation. The British public debt at the 
end of September had reached a total 
of £10,000 millions, compared with 
£1,000 millions just before the end of 
the first year of the World War, the 
larger sum being reached just after the 
end of the first year of Hitler’s war. In 
the present war there has been a marked 
rise in all forms of prices, but it is re- 
garded as significant that the principal 
rise was in the first four months, with a 
slackening thereafter, while in the 
World War the rise increased with the 
progress of the war. 

The Economist reports that eight- 
ninths of the total expenditures thus far 
incurred has been raised by non-infla- 
tionary means, but doubts the ability to 
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match this record in the second year of 
the war, when expenditures will reach 
at least £4,000 millions, of which reve- 
nue may provide only £1,600 millions. 
To this prospect of budgetary inflation 
there is an offset, which consists in 
private and industrial deflation, due to 
a shortage of raw materials and to other 
factors. These deflationary tendencies 
are regarded by The Economist as 
“more dangerous at the present mo- 
ment than any current budgetary in- 
flation.” 


Auto Purchase Limitation 


Wark economy has required the limita- 
tion of automobile purchases, and as the 
result of a recent survey all but a few 
of the existing stock of registered cars 
are subject to export. 


Foreign Bank Removal 


OnE result of the war has been the 
exodus from London of several large 
branches of foreign banks whose head 
offices are located in belligerent coun- 
tries. The latest to go are the Credito 
Italiano and the Banca Commerciale 
Italiana. 


a 


SWEDEN 


As viewed by the Index, issued by 
Svenska Handelsbanken, Sweden is 
feeling the effects of the world-shaking 
events, but is meeting the situation by 
efforts for finding new outlets for the 
country’s production and trade. Both 
commercial and savings banks are re- 
ported as being in a liquid condition. 
Imports for June-August, 1940, were re- 
duced by about one-half, but exports 
made a better showing. 


—_— 


FINLAND 


From the war with Russia Finland lost 
from 10 to 12 per cent of its territory 
and from 10 to 14 per cent of the vol- 
ume or yield of the country’s key 
trades. But the Quarterly Review of 
Nordiska Fo6reningsbanken says that 
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though the loss is appreciable it is in 
no way decisive for the continued de- 
velopment of the country. 

“If Finland,” it says, “can continue, 
as is its wish, to exist in peace without 
obstruction from the outside, the war 
losses and damages will be repaired 
within a reasonable time.” 


_ 


THE ARGENTINE 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following information, under 
date of October 28: 

The value of September exports was 
m$n 61,233,000 and m$n 50,604,000 
less than imports, bringing the import 
balance for the first nine months to 
m$n 22,862,000 as compared with an 
export balance of m$n 191,983,000 in 
the same period last year. 


(000 omitted) 
September, September, 
1940 1939 
m$n m$n 
Bank clearings ....3,126,000 3,413,000 
Liabilities failures 5,624. 7,588 


There was no change in the official 
exchange market during the period un- 
der review. The buying rate for the 
peso continues at 335.82 to the dollar 
and 13.50 to the pound, with the sell- 
ing rates at 373 and 15 for official and 
422.89 and 17 for secondary official ex- 
change. In the free market there was, 
during the first fortnight, a notable ap- 
preciation of the peso in terms of the 
dollar. On October 16 the selling rate 
reached 419, the highest since Novem- 
ber, 1938. 

The Buenos Aires Stock Exchange 
turnover in September amounted to 
m$n 84,124,000 compared with m$n 62.- 
434,000 in the previous month and 
m$n 112,664,000 in September, 1939. 
which was the highest of that year. The 
aggregate turnover for the first nine 
months of this year is m$n 907,156,000. 
representing a rise of m$n 147,689,000 
or 19.5 per cent over the corresponding 


period in 1939. 
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NOW READY... 


BANK BOND INVESTMENT 


AND 


SECONDARY RESERVE 
MANAGEMENT 


By PAUL M. ATKINS 
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Special Liquidator of Securities for the 
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Subjects discussed 
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The Non-Local Earning Assets 
of a Bank—a Management 


Problem 


The Analysis of the Balance 


Sheet Position of a Bank 
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Position of a Bank 


The Analysis of the Past His- 


tory of a Bank 


The Evaluation of Securities 
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ernment Securities 
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ties 
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The Evaluation of Industrial 


Securities 
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cial and Political Informa- 


tion 


The Primary Reserves of a 


Bank 


Secondary Reserve Policies 


and Programs 


Investment Account Policies 


and Programs 


The Purchase and Sale of 


Securities 


HIS one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank’’ 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 


BANKERS PUBLISHING COMPANY 


465 Main Street 


Cambridge, Mass. 
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New building for the Banco de la 


Banco de la Nacion Argentina 


THERE is rising in the block bounded 
by Reconquista, Bmé. Mitre and 25th 
of May a large and imposing new build- 
ing for the head office of the Banco de 
la Nacion in Buenos Aires, Argentine 
Republic. The new structure will be 
composed largely of native building 
materials, and in addition to the three 
main floors will have three basements, 
a lower floor, an entresol and mansard 
rooms. When completed, the building 
will afford exceptional facilities to the 
bank’s extensive clientele as well as to 
the staff of the bank. In construction 
and equipment it will be representative 
of the latest developments in banking 
architecture. 

The Banco de la Nacion Argentina 
has a capital of $165,409,288, reserve 
fund of $27,972,854, special pension re- 
serve of $9,800,000, and reserve for real 
estate used by the bank of $9,000,000. 
At the close of the 48th financial year, 
profits of the bank amounted to $29,- 
170,029. Jorge A. Santamarina is 
president; Cesar M. Vela, vice-presi- 
dent, and Luis de Irigoyen, general 
secretary. 


—_— 


BRAZIL 


Tue Bank of Brazil has appointed a 
commission to study marketing of 
products, trends, transportation, and 
stocks. The Government is considering 
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Nacion Argentina in Buenos Aires. 


measures to facilitate exports to West- 
ern Hemisphere countries, and has an- 
nounced purchase in the United States 
of important quantities of railway, 
road, and other equipment. 

Brazil had an unfavorable trade bal- 
ance of $1,235,500 in the first eight 
months of the year, exports totaling 
$179,706,750 and imports $180,942,250. 
These import statistics include large 
shipments of capital goods subject to 
long-term financing. There is a ten- 
dency at present to increase imports of 
capital goods. 


— 


UNION OF SOUTH AFRICA 


THE balance of international payments 
for the twelve months ended June 30 
showed a net credit balance of £9,300,- 
000, compared with a net credit balance 
of £1,100,000 one year earlier, accord- 
ing to the estimates in the Standard 
Bank of South Africa, Ltd., Monthly Re- 
view. 
© 


THE most important thing any letter 
can do, which is to personalize your 
service, is to let your prospective cus- 
tomer see just what your service can 
mean to him, and to make sure your 
customers know that yours is a friendly 
service and that you are a friendly in- 
stitution, interested in him.—Perry I. 
Prentice, Vice-President, Time, Inc. 
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. DENVER PLAN and Small Besides these questions the authors as 
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Current Conditions in Canada 


HE chief impetus to Canadian 

trade and commerce still comes 

from the abnormal industrial activ- 
ity generated by war orders—an activ- 
ity of swiftly increasing momentum, 
reports the Bank of Montreal in its 
Business Summary for November 22. 
The summary continues: 

“In October, industrial activity 
reached its highest peak in Canadian 
history, it being estimated that 95 per 
cent of the available capacity of indus- 
trial plants was then being utilized 
while many were being enlarged and 
new plants were in process of construc- 
tion. According to a statement made 
by the Prime Minister in the House of 
Commons on November 12, there had 
been awarded up to November 4, on 
behalf of the Canadian Government, 
war contracts involving an expenditure 


of $443,000,000, of which amount 87 
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per cent will be spent in Canada, and 
contracts for the British Government 
with a value of $134,000,000, the full 
amount of which will be spent in Canada. 
In addition, the Canadian and British 
Governments have undertaken commit- 
ments of respectively $235,000,000 and 
$81,000,000 for capital expenditures for 
plant extension and construction. These 
commitments include 15 explosive and 
chemical plants costing $70,000,000, 25 
armament plants costing $66,000,000, 
40 ammunition plants costing $36,000,- 
000 and additions to automotive plants 
costing $5,000,000. Some 70 companies 
are now engaged in the production of 
munitions and 44 in the manufacture of 
gauges, while the output of aircraft is 
steadily expanding and preparations are 
well advanced for the manufacture of 
3,000 tanks in Canadian plants. In June 
and July, Canada was spending about 
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$40,000,000 per month on her war 
effort, but in August the figure had 
risen to $60,000,000 in September 
to $66,000,000 and in October to 
$81,000,000. 

“This great industrial activity is 
naturally reflected in employment 
figures. More than 12,000 firms report- 
ing as of October 1 showed 1,335,705 
persons industrially employed, a gain 
of 45,175 over the September total, the 
largest advance for any corresponding 
date in the twenty years covered in 
official records. The October index was 
20 per cent above that for the same date 
in 1939 and the increase in personnel 
during the year is estimated at 125,000, 
of whom the iron and steel industry 
absorbed 56,000. Concurrently, the 
number of persons on relief declined 
by 58.1 per cent. With a serious short- 
age of expert labor already appearing in 
certain industries, employers have been 
competing with one another for the 
services of skilled workers, and in order 
to check this practice the Government 
has put into law provisions whereby 
fines up to $500 may be imposed upon 
any employer who entices labor away 
from another employer engaged in a 
vital war industry. Meanwhile, it has 
been announced that the period for 
compulsory military training will prob- 
ably early next year be extended from 
thirty days to four months and that 
arrangements will be made for enlisted 
men to be given long leave, if employ- 
ers for whom they had worked prior to 
enlistment requisition their services for 
essential war industries. 

“The huge expenditure of public 
money now taking place is well dis- 
tributed throughout the country and 
means a widespread increase of pur- 
chasing power in all industrial com- 
munities. Consequently, retail trade 
has been very satisfactory. Sales of 
Canadian departmental stores in Oc- 
tober showed a gain of 24 per cent over 
the figure for September and 7 per cent 
over the figure for October, 1939. Mer- 
chants are now making preparations for 
the special Christmas trade which they 
anticipate will reach larger dimensions 
than in any recent year... . 
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“A new high record of demand de- 
posits is shown in the report of the 
chartered banks as at the end of Sep- 
tember. These reached $1,003,895,000, 
an increase over the previous month of 
$126,466,000. Notice deposits at the 
same time exceeded those of the previ- 
ous month but were under the 1939 
total; they amounted to $1,654,968,000. 
Current loans were up from $939,820,- 
000 in August to $983,042,000. Debits 
to individual accounts in October 
amounted to $3,526,000,000, as com- 
pared with $2,898,000,000 in October, 
1939.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


In its Monthly Commercial Letter for 
November, The Canadian Bank of 
Commerce reports that their index of 
industrial activity rose from 127 at 
mid-September to 129 at mid-October 
(1937=100), rising at a lesser rate 
than the previous month but again 
reaching an all-time peak, over 19 per 
cent above October, 1939. The report 
continues: 

“We estimate that 95 per cent of cur- 
rent capacity was utilized, as against 94 
per cent the month before. The output 
of foodstuffs rose, with the exception of 
flour and feed. The clothing and tex- 
tile group declined, the abnormal de- 
mand of recent months for military 
uniforms having apparently eased, and 
with less activity in piece goods and 
civilian clothing, but footwear and silk 
goods improved slightly. No material 
change is recorded in pulp and paper, 
but wood products rose considerably, 
sawmills and furniture factories record- 
ing marked activity. All branches of 
the automotive trades were much more 
active, as were also the iron and steel 
trades with hardly an exception, al- 
though the heavy section did not con- 
tinue to rise as sharply as the month 
before. 

“The review of business conditions 
which we undertake at this time each 
year is again made in unusual circum- 
stances. . . . The transformation of 
Canadian economy in the period under 
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review transcends any previously re- 
corded. The war has curtailed certain 
activities and given an immense im- 
petus to others. The reopening of old 
plants, additions to existing establish- 
ments, creation of new works and the 
introduction in hundreds of plants of 
processes never previously undertaken 
in this country greatly overshadowed 
the closing of a few factories consequ- 
ent upon the loss of export business. The 
general agricultural results may be 
synopsized here as being better than 
average as regards crop production and 
live stock marketings, which provided 
during the greater part of the year for 
the highest aggregate farm purchasing 
power since 1930. Yet apple and to- 
bacco growers suffered reverses and the 
past season’s crops were severely dam- 
aged in several major sections. As hos- 
tilities spread, foreign trade was com- 
pressed within a smaller area and, as 
regards several still accessible coun- 
tries, was limited to essential commodi- 
ties, but it expanded both in value and 
volume to the largest proportions since 
1929. Canadian governments found their 
relief rolls reduced materially—at some 
points to the irreducible minimum, and 
generally by as much as 50 per cent— 
as the demand for labor increased and 
the relative expenditures for the support 
of the unemployed were lessened con- 
siderably, while public works were cur- 
tailed to some extent. But national 
public expenditures as a whole rose 
beyond any previous level as the re- 
quirements of war became heavier, the 
Dominion Government’s contracts for 
military and naval equipment involving 
expenditures and commitments of $550,- 
000,000. Despite all the conflicting ele- 
ments of the year ending September, 
general business activity rose by 23 per 
cent to a record height.” 


Canadian Business 

Canadian Chamber of Commerce 
The November issue of Canadian 

Business, official magazine of The 


Canadian Chamber of Commerce, re- 
ports as follows: 


“Business activity is at a record high 
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level. More men are employed in 
Canada than at any time in at least 
twenty years, and the full effect of our 
war effort has yet to be experienced. 
The Government is financing plants to 
a total value of over $400 million and 
when these plants go into production 
their output will amount to over $800 
million annually. This compares with a 
total production of all manufacturing 
plants in Canada in 1939 of about $144 
billion. 

“At the same time, the American De- 
fense Program is gathering momentum 
and certain of our primary industries 
should feel the influence of this Ameri- 
can activity throughout 1941. Already 
a scarcity of skilled labor is being 
noticed. Three months ago the aircraft 
industry was employing eight thousand 
men. Today this industry employs 
eleven thousand, and total unemploy- 
ment in Canada is less than half of what 
it was a year ago. 

The increase in mass _ purchasing 
power has been reflected in a rising 
trend of retail trade and in such figures 
as those covering the financing of 
automobiles. In September, financing 
of used cars was greater than for any 
other September for which data are 
available. In fact, the September 
financing of used cars was 4 per cent 
above September, 1937. This would 
seem to reflect the growing demand of 
those in the lower-income brackets for 
certain types of goods. 

“Despite the fact that the western 
farmer will not receive much more for 
the wheat crop than was received in 
1939, other farm products will raise the 
total farm income about 15 per cent 
above last year. 


“Retail trade has reflected the in- 
crease for consumer goods, although 
department store sales are now begin- 
ning to show some levelling-off. In 
September, department store sales 
dropped below those for the correspond- 
ing month of last yéar for the first time 
since the beginning of the war. This 
does not mean that retail trade is con- 
tracting. At the outbreak of the war, 
there was a rush on the part of the 
public to stock up and September was 
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the first month in which a comparison 
has been possible with the correspond- 
ing month of last year under war condi- 
tions. 

“During the present fiscal year, it is 
estimated that Canada will spend about 
$940 million on its war effort. This is 
about equal to the total expenditures 
during 1914 to 1918. These expendi- 
tures have been increasing rapidly. For 
the six months ending March, they aver- 
aged $17 million monthly. In April, 
war expenditures totalled $1014 mil- 
lion but by July they had risen to $39 
million, and by September to $67 
million. 

“If war expenditures are to reach 


almost $1 billion in the present fiscal 
year, the total budget will be close to 
$114 billion or almost three times as 
large as a normal peace time budget. 
In addition, the government must tem- 
porarily provide for the repatriation of 
certain Canadian securities and must 
finance the wheat crop for an amount 
close to a quarter of a billion dollars. 

“These rapidly expanding expendi- 
tures are bound to exert a tremendous 
influence on Canada’s business activity, 
but with the excess profits tax and in- 
creased income taxes taking almost 85 
per cent of increased earning power, it 
is unlikely that profits will keep pace 
with production.” 


Import Restrictions May Be Necessary 


The Financial Post, Toronto, Canada 


ORE than once The Financial Post 
has warned of coming restrictions 
on imports that use up our all- 

too-small supply of American dollars. 
In Canada, because of our large pro- 
ductive facilities we can produce both 
guns and butter; but can we import 
both planes and grapefruit? The 
mythical bookkeeper who keeps our 
dollar accounts with the United States 
says “No.” 

Recently Uncle Sam’s Minister Mof- 
fat told a Toronto audience of the man- 
ner in which the U. S. had accepted 
necessary wartime modifications by 
Canada of the trade relations of the two 
countries. The reciprocity agreement 
has a clause permitting one side, if it 
were involved in “hostilities or war,” 
to vary the terms of the agreement with 
the consent of the other party. To 
Canada’s suggestions in respect to the 
war exchange tax, Washington agreed. 

Mr. Moffat did not say that the 
United States would always countersign 
any proposal brought forward by 
Canada. And indeed other reports 
from Washington indicate that officials 
there are apprehensive of trouble over 
future import restrictions that Canada 
may have to introduce. Certain well- 
organized agrarian and trade groups 


may go “gunning” for Canada, it is 
suggested. 

All of which points to the necessity 
of precise explanation by Canada of the 
facts of why it is so vital for us to 
conserve American dollars: 

1. The first reason we are running 
behind in our accounts with the U. S. 
is that we are importing more Ameri- 
can goods than at any time for many 
years. For every dollar of “non-essen- 
tial” imports we cut off, we are spend- 
ing at least $10 in the U. S. for vitally 
needed machinery, steel, metals, air- 
planes, etc. 

We’re buying more, not less; all that 
is changed is the distribution of the 
spending. 

2. We could meet the bills if we 
wanted to by making Britain hand over 
gold or American dollars for her net 
balance to us. But we cannot ask 
Britain to do that when her mothers and 
babies, as well as her soldiers, are fight- 
ing to keep the foe from the American 
and Canadian seaboard. 

3. We could meet the bills, too, if 
the United States were to permit 
Americans to buy Canadian Govern- 
ment bonds. But the Neutrality Act 
guillotined the normal investment traf- 
fic of these two countries. 
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BOOKS for 


QUESTIONS ON MONEY AND BankiIné. By 
William E. Dunkman. New York: 
Columbia University Press. 1940. 
Pp. 97. $1.00. 


ProFressor DuNKMAN, author of Quali- 
tative Credit Control, former student of 
H. Parker Willis, and for many years 
teacher of money and banking at the 
University of Rochester, has prepared 
on the basis of his experience a series 
of questions, the purposes of which are 
to integrate and to focus the learning 
which students have acquired, to stimu- 
late them to further applications of it, 
and to show them the ways in which 
they may enlarge their own knowledge. 
These questions have served all of these 
purposes with Professor Dunkman’s 
own students. They are in no way 
predicated on or presuppose a single 
text or any group of texts. The ques- 
tions have universality and will prove 
their maximum value regardless of the 
textbook used. 


Not sy Arms Aone. By Hans Kohn. 
Cambridge, Mass.: Harvard Univer- 
sity Press. 1940. Pp. 161. $1.75. 

THE author gives expression to the great 

need of our time for a moral. social and 

economic revitalization, emphasizing 
the fact that our social and moral con- 
sciousness has been lagging far behind 
geographic, economic, and_ technical 
changes of the last few decades. This 
time lag, he asserts, is largely respon- 
sible for the chaos of the present world. 

We cannot overcome it by arms alone, 

but only by facing courageously the 
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facts of the situation and trying to 
adapt our thoughts and emotions to 
these conditions. 

With unusual breadth of historical 
perspective, Mr. Kohn, professor of 
modern European history at Smith Col- 
lege, presents a far-reaching analysis of 
our time against its historical back- 
ground, summarizes Central European 
history, clarifies the definitions of such ~ 
words as “war” and “imperialism” 
which are used today to cover entirely 
different facts and trends. The last part 
of the book deals with what might be 
called practical issues—the redefinition 
of democracy with regard to rights and 
duties and their limits, and its revital- 
ization, which is the most important 
part of any defense program. An ex- 
cellent bibliography to help the reader 
understand problems connected with 
war in our time is included. 


THE RECONSTRUCTION OF WoRLD 
Trave. By J. B. Condliffe. New 
York: W. W. Norton & Company. 
1940. Pp. 427. $3.75. 


A suRVEY of international economic re- 
lations, this book takes into account the 
fundamental conflict in the modern 
world between political and economic 
forces, and studies the barriers to world 
trade that may be counted as a cause 
of the present war and that remain to 
be dealt with when peace comes. 

The aim of the author has been to 
present as clearly as possible the funda- 
mental issues that must be faced in post- 
war reconstruction, and he does not at- 
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tempt to analyze theoretical situations 
in detail nor to present a cut and dried 
program of political and economic re- 
construction. 

The first part of the book analyzes 
the collapse of the international trading 
system that was restored, on the pre-war 
model, after the last war. The second 
part examines the challenge now pre- 
sented by such totalitarian methods of 
bilateral trade as the German system of 
cartelization and barter. The third sur- 
veys the problems involved in any at- 
tempt to reconstruct world trade after 
the present war comes to an end. In- 
dividual chapters deal with: The back- 
ground of economic policy; the pro- 
cesses of disintegration; the causes of 
breakdown; regulated and unregulated 
trading systems; the complication of 
tariffs; quota politics; the monetary 
weapon; commercial diplomacy; the 
limits of regionalism; new aspects of 
international organization; and the con- 
ditions of economic codperation. The 
book is well: indexed, and contains a 
selected list of suggestions for further 
reading. 

The author is professor of economics 
at the University of California, from 
1931 to 1937 wrote the annual “World 
Economic Survey” for the League of 
Nations, and has taken part in numerous 
international economic conferences. 


SociAL ConTROL oF Business. By John 
M. Clark. New York: McGraw-Hill. 
1940. Pp. 537. $4.00. 


Tuis is the second and revised edition 
of this well-known book. Its features 
may be classified as follows: 

1. The effects of systems of control 
are strikingly illustrated by comparing 
the present with the past and with pro- 
posed alternative systems. 

2. Comparisons are also made be- 
tween the theoretical conditions of per- 
fect individualism and the actual con- 
ditions. From the discrepancies the 
author derives a reasoned statement of 
the grounds for further state or com- 
munity action. 

3. Considerable attention is given to 
legal institutions and to codes of eco- 
nomic ethics. 
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Every Banker’s Library Needs 
The Supreme American Authority 


THE COLUMBIA 
ENCYCLOPEDIA 


IN ONE VOLUME 


complete, up-to-date -refer- 

ence library in one volume, 
designed to meet the needs of 
American users. 


“The first one-volume encyclo- 
pedia in English worthy of the 
name.”—New York Times. 


Price $17.50 


COLUMBIA UNIVERSITY PRESS 
Morningside Heights New York 


4. There is an extended discussion of 
definite and tangible problems dealing 
with price control, public utilities, and 
trusts, introduced by a survey of the 
underlying conditions furnishing the 
framework of these problems. 

5. An important section has been 
added covering the current era of com- 
prehensive controls to combat depres- 
sion, discussing the most fundamental 
aspects of depression, the New Deal, 
economic planning, and the Soviet and 
Fascist-Nazi systems. 

Bankers will find that a reading of 
this book will give them an excellent 
background for understanding the social 
and economic changes which are taking 
place all over the world. 


THE TRIUMPH OF AMERICAN CAPITAL- 
isM. By Louis M. Hacker. New 
York: Simon & Schuster. 1940. Pp. 
460. $3.00. 


Tuts is a book about the meaning of 
American history. It is not a record 
of dates, battles, and political cam- 
paigns. It doesn’t interpret America in 
terms of outstanding personalities. It 
isn’t another story of the American peo- 
ple. It is wholly concerned with the 
underlying forces, economic and politi- 
cal, that have made American history. 

The Triumph of American Capitalism 
does not come down to the present day. 
It ends at the turn of the century. But 
up to that point it presents a rounded 
and comprehensive, and _ intelligible 
picture of American history as a whole. 

As to the author’s conclusions, Mr. 
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Hacker does not see capitalism as 
doomed. He sees it shifting to close 
integration with government in a newer 
phase of state capitalism which, in his 
opinion, is the logical succession from 
mercantilism and industrial-finance capi- 
talism. 


AMERICA AND A New Wor tp Orper. By 
Graeme K. Howard. New York: 
Charles Scribner’s Sons. 1940. Pp. 
121. $2.00. 


As vice-chairman of the Foreign Trade 
Council, and head of one of America’s 
largest organizations engaged in foreign 
trade, the author has had exceptional 
opportunities for observation and study 
in the field of world trade. In this book 
he sets forth realistic views of America’s 
réle in the coming new world order and 
realignment of nations. His outline of 
the policy of “codperative regionalism,” 
and his suggestion of a program of 
American. action provide a_ bold, 
thought-provoking discussion of today’s 
and tomorrow’s domestic and interna- 
tional policy problems. 

Mr. Howard’s program includes the 
following points, each of which is dis- 
cussed both as to efficacy and applicabil- 
ity: make democracy work in America; 
maintain adequate national defense; re- 
casting of the Monroe Doctrine; de- 
velopment of codperative regionalism in 
North America; adoption of a realistic 
foreign trade policy; promotion of a 
world monetary order; keeping out of 
foreign wars; guarding our diplomacy; 
acceptance of our responsibility for war 
relief; work towards a new social or- 
der; working for peace; and relation 
of our domestic policies to their effect 
on other nations. 


THE BoTTLENECKS OF BusINEss. By 
Thurman W. Arnold. New York: 
Reynal & Hitchcock. 1940. Pp. 335. 
$2.50. 


One of the most dramatic and signifi- 
cant aspects of recent governmental 
action has been the series of prosecu- 
tions of monopolies engaged in by the 
Department of Justice under the active 
leadership of Assistant Attorney General 


Arnold. This book is Mr. Arnold’s own 
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vigorous exposition of the economic 
philosophy which underlies those pros- 
ecutions, pointed up by his own an- 
alysis of some of the principal cases 
involved. 

The book’s scope, however, is much 
wider than this. In its broader aspects 
it is a commentary on our whole 
economic system, and what Mr. Arnold 
considers to be its weakness and its 
strength, the ‘bottlenecks” which he be- 
lieves tend constantly to obstruct the 
free flow of goods in our competitive 
system and “the cost to all of us of 
these commercial and industrial in- 
fringements on our liberties.” 

The chapter headings include: The 


basic problem -of distribution; how re- 


straints of trade affect your standard of 
living; how restraints of trade unbal- 
ance the national budget; a free market 
in time of national emergency or war; 
an elastic procedure backed by tradi- 
tion to prevent the private seizure of 
industrial power; the test is efficiency 
and service—not size; procedure under 
the Sherman Act—how it operates; the 
clarification of law through public en- 
forcement; anti-trust enforcement for 
the benefit of the consumer; bottlenecks 
between the farm and the table; labor— 
restraints of trade among the under- 
dogs; the rise of a consumer movement. 


An ATLAs oF Wortp Review. By Clif- 
ford H. MacFadden. New York: 
Thomas Y. Crowell Company. 1940. 
Pp. 155. $1.95. 


CONTAINING more than a hundred up- 
to-date maps never published before, 
this atlas provides invaluable aid in fol- 
lowing today’s news. A brief explana- 
tory text accompanies each of the maps 
(most of them 634 by 834 inches), pro- 
viding at a glance the information 
needed to augment today’s war reading 
and conversation. 

In addition to maps of the world and 
of various countries, many maps illus- 
trating special fields of timely interest 
are included, such as: our sphere of 
influence in the Pacific; appearance of 
Germany before the Versailles Treaty, 
in 1933, in 1940; location of the world’s 
petroleum fields responsible for the 
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stealthy “petroleum war”; the resources 
of Alaska; what the different govern- 
ments in South America are; the course 
of the Burma Road; what the layout 
of the Great Lakes Inland Waterway 
System is; at what points trouble has 
always broken out and always will; etc. 
The author holds a teaching fellow- 
ship in geography at the University of 
Michigan, where he is carrying on re- 
search work in political and economic 
geography, and has written and illus- 
trated numerous books and papers on 
political and economic subjects. 


THE VOLUME OF CONSUMER INSTAL- 
MENT CREDIT, 1929-38. By Duncan 
McC. Holthausen in collaboration 
with Malcolm L. Merriam and Rolf 
Nugent. New York: National Bu- 
reau of Economic Research. 1940. 
Pp. 137. $1.50. 

SEVENTH in the National Bureau of 

Economic Research Studies in Consumer 

Instalment Financing, this volume pre- 

sents annual and monthly estimates of 

the quantity of consumer instalment 
credit over a ten-year period. 

It deals with the following topics: 
retail instalment credit—credit granted, 
repayments, outstandings and net credit 
change for dealers in new and used 
automobiles, department stores, furni- 
ture stores, household appliance stores, 
jewelry stores, and “all other stores;” 
cash loan instalment credit—credit 
granted, repayments, outstandings and 
net credit change for personal loan 
departments of commercial banks, credit 
unions, industrial banking companies, 
personal finance companies, and un- 
regulated lenders; estimates of retail 
and cash loan instalment credit com- 
bined; instalment credit in relation to 
income payments. Eight charts and 
forty tables supplement the text. 


Tue Economics or Money CREDIT AND 
Banxinc. By F. Cyril James. Third 
Edition: Revised and Enlarged. New 
York: Ronald Press. 1940. Pp. 745. 
$4.00. 

In his preface to this third edition the 

author aptly points out the difficulties 

with which a writer is beset who 
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attempts to write on money and bank- 
ing at a time when “banking problems 
are in large measure, subordinaie to 
wider questions of political philosophy.” 

“The problem of the gold standard 
and its future,” he writes “the prob- 
able relationship of government to 
banking, the question of the aims of 
monetary policy—all of these questions 
that seemed such burning issues a few 
years ago are now inextricably tied up 
with the wider conflict of political phi- 
losophy. No answer can be given to 
them unless one first decides one’s atti- 
tude on the broader issues.” 

Chapters that deal with contem- 
porary institutions and policies have 
been revised in order to make them 
more suitable for readers who wish to 
think intelligently about the problems 
which face us today. Several new 
chapters have been added for the same 
purpose. One of these deals with the 
banking system of Canada. Four new 
chapters have been added to the his- 
torical section of the book, while those 
that deal with the development of the 
Federal Reserve System have been com- 
pletely rewritten, in order to provide a 
more adequate background for the ap- 
praisal of contemporary proposals. 

Bankers and students of banking will 
find this book invaluable in checking 
their knowledge of the theory of money 
and banking with contemporary devel- 
opments. 


a 


BOOKLETS 


Consumer Loans By CommerctAt Banks. 
By William Trufant Foster. Newton, 
Mass.: Pollak Foundation for Economic 


Research. 1940. Pp. 43. 10 cents. 


Apaprtep from an address at the May, 1940, 
convention of the Bankers Association for 
Consumer Credit, this booklet traces the 
growth of bank consumer credit, the place 
of banks in the consumer credit field, the 
legal status of bank personal loan depart- 
ments, how banks can gain the good will of 
consumers, etc. 


Suacestions To Banxs oN WorxkincG Hovurs 
Unpver THE Farr Lasor STanparps Act. 
New York: American Bankers Associa- 
tion. 1940. Pp. 23. 25 cents. 


Mernops for adapting bank operations to 
the new regulations issued by the Admin- 
istrator of the Fair Labor Standard or 
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Wages and Hours Act are contained in this 
booklet. Included are: the Administrator’s 
new definitions of “executive,” “administra- 
tive,” and “professional” employes and ex- 
planations thereof; recommendations of 
operating procedure such as the establish- 
ment of the work week; suggestions for the 
determination of working ‘hours, keeping of 
time records, elimination of work duplica- 
tion, reduction of peak loads; and four 
plans for the computing of overtime. 


Or Freepom anp Union Now. By Clarence 
K. Streit. New York: Harper & Brothers. 
1940. Pp. 35. 25 cents. 

In response to popular demand, the pub- 

lishers have printed this pamphlet edition 

of Chapter XIII from Clarence K. Streit’s 
famous book “Union Now.” ‘This chapter 
sets forth the basic philosophy of the Union 

Now idea. 


Municipat. INDEBTEDNESS: A STUDY OF THE 
Dest-to-Property Ratio. By Leroy A. 
Snarrvuck, Jr. Baltimore: The Johns 
Hopkins Press. 1940. Pp. 145. $1.25. 

Tus study endeavors to appraise the most 

popular method of controlling municipal 

debt, namely, the restriction of such debt 
to a specified percentage of the assessed 
valuation of taxable property. A large 
part of the illustrative material was gath- 
ered in New Jersey where, under provisions 
of existing legislation, the municipalities 
are required to submit annually to the 

State Department of Local Government de- 

tailed reports of their finances. 

Chapters are devoted to: Early restric- 
tions upon municipal indebtedness; origin 
and development of the debt-to-property 
ratio; the nature of municipal indebted- 
ness; overlying indebtedness; changing as- 
sessments and the debt-to-property ratio; 
the exclusion of certain indebtedness from 
debt limit computation; the size of the 
municipality and the need for long-term 
borrowing; trends in debt control. <A bib- 
liography on the subject is included, and 
the booklet is well indexed. 
PERSONNEL Stupies. New York: American 
Management Association. 


Six booklets, containing papers presented 
at their Personnel Conference, held in Chi- 
cago early this year, have recently been is- 
sued by the American Management Asso- 
ciation. These are: “Employe Relations 
Policies: How to Make Them Specific,” 22 
pages, 50 cents; “Labor Economics in a 
Period of Change,” 12 pages, 25 cents; 
“Practical Techniques of Industrial Train- 
ing,” 28 pages, 50 cents; “Values of Psy- 
chology in Industrial Management,” 36 
pages, 50 cents; “Conciliation and Coopera- 
tion in Collective Bargaining,” 48 pages, 75 


cents; and “New Responsibilities of the 
Personnel Executive,” 32 pages, 50 cents. 

Included in the booklet “Values of Psy- 
chology in Industrial Management,” is a 
paper given at the conference by Edward 
N. Hay, personnel officer of The Pennsyl- 
vania Company, Philadelphia, outlining ex- 
perience at this bank in inaugurating a test 
program in selecting applicants. 


Tue PRreEservVATION OF Business ReEcorps. 
Prepared by Boston Historical Society, 
Inc. Soldiers Field, Boston, Mass. 1940. 
Pp. 56. Gratis. 

Tetts what business records should be pre- 
served; what material should be selected for 
preservation; how records should be pre- 
served; when systematic preservation should 
be undertaken. Of special interest to 
bankers is the section devoted to the rec- 
ords of a commercial bank. 


Bustness Oncanization. New York: Policy- 
holders Service Bureau, Metropolitan 
Life Insurance Company. 1940. Pp. 51. 


Tuis report provides information on cer- 
tain general principles and general patterns 
of organization structure which can be ap- 
plied to individual circumstances. A major 
part of the report is devoted to a descrip- 
tion of the organization plans of twenty 
representative companies as case studies 
under the broad industrial classifications of 
railroads, public utilities, manufacturers 
and retail establishments. Reproductions 
of the organization charts of seven compa- 
nies are included. 

Among the points discussed are basic 
types of organization, the subdivision of 
authority into administrative groups, the 
factor of span of control and the question 
of centralization or decentralization. It also 
considers the committee, both as a policy- 
making and as an administrative device, 
and the place of organization charts and 
manuals in the general picture. 


SHovtp Marrrep WomeN Work? By Ruth 
Shallcross. New York: Public Affairs 
Committee, 30 Rockefeller Plaza. 1940. 
Pp. 31. 10 cents. 


Basep on a study of the National Federa- 
tion of Business and Professional Women’s 
Clubs, this booklet finds little factual sup- 
port to back the frequently heard charge 
that the employment of married women has 
intensified the unemployment problem by 
taking jobs away from men. Charges that 
the employment of married women results 
in neglected homes, smaller families, juve- 
nile delinquency, and increased divorce rates 
are also held to be either false or unproved. 
The attitudes of various lines of business 
toward this problem, and efforts toward re- 
strictive legislation are discussed. 
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PERSONNEL POLICIES AND 
ADVERTISING 


By BENJAMIN E. YoOuNG 
Vice-President, National Bank of Detroit, Detroit, Mich. 


HE reason why organizations differ 

so greatly in their dealings with 

the public is to be found in whether 
they have personnel policies, carefully 
thought out, firmly embedded into the 
traditions of the place, and to which 
the big boss himself pays a lot of at- 
tention. 

You walk into one institution and 
immediately the strain overcomes you. 
Everybody reflects strain—it is in the 
air. Service is mechanical—efficient 
too, but still mechanical. You ask your- 
self: “Are these humans or auto- 
matons?” and you get out as fast as 
your legs can take you. This condition 
reflects a certain kind of management. 
It may be too efficient for its own good. 

You walk into another institution. It 
has a kind of neglected air. The peo- 
ple look neglected too. And they neglect 
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you. You feel you hear them whisper- 
ing: “Stay down and maybe he will go 
away.” That reflects another kind of 
management. It may be too heedless 
for its own good. 


You walk into a third kind of insti- 
tution and step up to the teller’s win- 
dow. The little old lady in front of 
you pushes a check in to the teller. He 
says: “Good afternoon, Mrs. Brown, 
I’m glad to see you looking so well. 
Would you like to have a five and five 
ones? Oh, you forgot to endorse the 
check, Mrs. Brown—sign right here and 
we'll have it all fixed up.” Then you 
know you are where you ought to be. 

What makes these differences? Why 
is it such an institution runs so easily 
and gets so much of its business right 
at home? The answer has a lot to do 
with the thing called personnel policies 
—the loyalty of management to em- 
ployes, which begets loyalty; trust in 
officers and employes to whom respon- 
sibility and work has been delegated; 
personnel training for promotion; sym- 
pathetic hearing and redress of griev- 
ances; fair and impartial departmental 
foremanship; wage standards that are 
fair and recognize production, with 
financial aid available to employes in 
emergencies; salesmanship training and 
enlightened confidence in the institution 
and its policies; regular contact be- 
tween the “boss” and the employes as 
a whole. 


With an organization operating un- 
der such policies, the institution will 
find the attitudes of its people are in 
line with those of its management, than 
which no man can ask for more.—From 
an address before the recent Financial 
Advertisers Association convention. 
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Defense Against Post-Armament 
Collapse 


By Pau F. CapMan 
Economist, American Bankers Association, New York City 


HE great expenditures now under 

way for rearmament will bring 

about full utilization of the ca- 
pacities of skilled labor and manage- 
ment, and we are certain to see a period 
of time which will be characterized by 
the business indices as prosperity. 

At the same time, however, this full 
utilization of productive capacity 
coupled with wide distribution of pur- 
chasing power is likely to cease with 
the armament boom and may result in 
a serious depression. An armament 
boom can have just as critical a slump 
as could a business boom based on se- 
curity or real estate speculation. 

If the demand for necessities, com- 
forts, conveniences, and luxuries result- 
ing from the stimulation of armament 
spending increases in proportion to its 
possibilities and if no considerable sum 
is set aside by all who participate in 
this prosperity, we shall have inflation 
and it is probable that no power on 
earth can stop it. 

If on the other hand, every respon- 
sible citizen in the nation makes some 
conscious sacrifice in saving a part of 
that which he receives so that the capi- 
tal necessary for this vast outlay can 
be formed largely through voluntary 
saving, we may thereby provide one of 
the major lines of defense against the 
post-armament collapse. 

It is necessary to observe that the 
salvation which saving can provide runs 
counter to a major economic doctrine 
which has been widely exploited during 
the past decade, namely that saving is 
no longer necessary and should there- 
fore be discouraged. Yet some fifteen 
billions of capital has got to be formed. 
It could be formed by increasing the 
Federal debt. But that very act would 


bring bonds onto the market which had 
to be bought by someone, and whether 
the purchaser is an individual or a 
bank or a college or a hospital or a 
life insurance company, somebody’s 
savings will have to be employed. 
That Congress will be asked to in- 
crease the debt limit to $65 billions or 
more is evidence that the Government 
proposes to form the capital necessary 


‘‘That Congress will be asked 
to increase the debt limit to $65 
billion or more is evidence that 
the Government proposes to 
form the capital necessary for 
the armament program by fur- 
ther compounding the Federal 
debt. If this grave measure is 
to be taken, the American public 
should know exactly what it 
means. If the new bonds are 
sold to the banks with or with- 
out pressure, they will add to 
the danger of inflation and 
thereby invite the arbitrary 
controls which should not be im- 
posed except as a last resort. On 
the other hand, if these bonds 
can be sold to the public by non- 
political and patriotic appeal 
such as was employed for the 
Liberty Loans, the danger would 
be greatly lessened since Gov- 
ernment bonds in private hands 
do not serve as reserves against 
which money and credit may be 
issued,’’ suggests Dr. Cadman 
in the accompanying portion of 
his recent address at an Ohio 
State Chamber of Commerce 
meeting. 
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for the armament program by further 
compounding the Federal debt. If this 
grave measure is to be taken, the Ameri- 
can public should know exactly what it 
means. If the new bonds are sold to 
the banks with or without pressure, they 
will add to the danger of inflation and 
thereby invite the arbitrary controls 
which should not be imposed except as 
a last resort. On the other hand, if 
these bonds can be sold to the public 
by non-political and patriotic appeal 
such as was employed for the Liberty 
Loans, the danger would be greatly 
lessened since Government bonds in 
private hands do not serve as reserves 
against which money and credit may be 
issued. 

To be sure, many individuals will 
take these securities to the banks and 
borrow money on them. In all of the 
varied circumstances of human life, 
many of these promises will find their 
way into the banks. But if there is 
confidence and an honest non-political 
appeal, hundreds of thousands of 
Americans could participate directly 
and personally in the purchase of Gov- 
ernment bonds without coercion or mis- 
representation. Every opportunity to 
employ private finance should be ex- 
plored and exploited. Every legitimate 
type of known private financing should 
be encouraged to participate in financ- 
ing this program. 


Confidence Essential 


Let it be said that the prevention of 
inflation and the building of a defense 
against the slump cannot be accom- 
plished without a high degree of con- 


fidence. This psychological attribute 
has been rather heavily ridiculed of 
late, but it is a virtue in economic and 
political affairs. The whole process of 
saving. in all of its numerous manifesta- 
tions, rests heavily upon the belief of 
the saver. The accumulation of a store 
of goods or of money or of any other 
values has, throughout the ages, been 
hindered or furthered by certain atti- 
tudes of mind. 

A priorities board could see to it that 
certain luxuries were not available by 
the diversion of raw materials in non- 


luxury producing industries. Savings 
could be forced and an economist who 
enjoys a world-wide reputation once ad- 
vised the British government to try: it. 
He has since changed his mind. A con- 
sumer tax could be levied so that every- 
one with an unrestrained desire to spend 
would be forced into a contribution. 
Business taxes on an ad valorem basis, 
or income taxes, both corporate and 
personal, could be increased to brackets 
more confiscatory than those which now 
obtain. There are many avenues open 
to forced saving, but if we are wise we 
shall elect to encourage as much volun- 
tary saving as possible through honest, 
forthright, and non-political encourage- 
ment to savers. . 

Men will not save sums sufficient to 
be of national importance unless they 
are certain that they can confidently an- 
ticipate the use of those savings at some 
future time. Someone has wisely said 
that the distribution of Liberty Bonds 
did more to cushion the post-war slump 
than any other single factor since those 
very bonds in the hands of savers be- 
came instruments of purchasing power 
employed to make initial payments on 
homes, to buy furniture, pianos, auto- 
mobiles, and clothing. Savers must be- 
lieve that their property rights are to 
be respected. If taxation is to deprive 
them of their sacrifices during their life- 
time or prevent them from leaving the 
values to their chosen heirs, they will 
spend rather than sacrifice. 

The Government should make a dis- 
closure of its position and policies with 
regard to rearmament financing. If 
through arbitrary controls it restricts 
consumption, if through confiscatory 
taxation it absorbs an undue portion of 
the national income; if through fiscal 
policies it socializes wealth without dis- 
closing its intent, it cannot hope for the 
response which seems essential in this 
emergency. 

We can avoid inflation and ease the 
blow of deflation when it comes by giv- 
ing assurance that private property will 
continue to enjoy its constitutional pro- 
tection and that due process will not be 
perverted to permit confiscation without 
declaration of intent. 
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Fiduciary Insurance Problems 


By KennetH C. BELL 
Second Vice-President, The Chase National Bank, New York, N. Y. 


S probably all of you are aware, 
the courts these days hold banks 
and trust companies to strict ac- 
countability for the operation of trust 
properties. Accordingly the bank must 
be aware of and must consider carefully 
the various hazards to which bank con- 
trolled trust property is exposed, includ- 
ing the banks’ own responsibility in the 
event that no insurance has been placed, 
or that the existing insurance is inade- 
quate, or in case it should lapse. Where 
such accountability and_ responsibility 
are direct and unqualified, I am sure 
you will agree with me that banks are 
not only justified but obligated to be 
thoroughly informed concerning the in- 
surance affecting their trust customers’ 
property, both real and personal. 
As a consequence of its many fidu- 


ciary activities, including the operation 
of going business concerns, a_ bank 
comes in contact with many of the prac- 
tical insurance problems of its commer- 
cial customers as well, and with them 
it is always eager to codperate. 


Automatic Coverage 


In connection with trust properties, 
one of the most important features of 
the insurance arrangements for banks is 
provision for automatic coverage along 
various lines. In helping to solve that 
problem there is a crying need for a 
broader market for Errors and Omis- 
sions, or automatic, fire protection for 
banks throughout this country, under 
an underwriting schedule and with a 
premium base that are within reason. 
Some banks already have rather broad 
insurance of this sort, but not all of 
them. And many of these banks which 
are not properly protected are not 
aware that even a limited market for 
such indemnity does exist. This situa- 
tion offers our fire underwriting com- 


panies a challenge to provide our 
American banks with this very much 
needed protection at a cost which they 
can afford to pay. Such underwriting 
may have to be, and doubtless will have 
to be, to some extent arranged on a 
good faith basis, but we hope that that 
condition will not prove a stumbling 
block. Without their having a full 
knowledge of the facts and of the degree 
of good faith exercised in that case by 
the insured, the fairly recent New Jer- 
sey Supreme Court decision in the case 
of City Mortgage Company vs. St. Paul 
Fire and Marine Insurance Company 
(183 Atlantic 460—November 9, 1935) 
has to many uninformed banks served 
to emphasize the ambiguity and the in- 
adequacy of the present standard forms 
of fire Errors and Omissions coverage. 
If a sizable market is to be developed 
among our banks for this sort of insur- 
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ance protection a better contract will 
have to be devised by the underwriters. 


Other Essential Lines 


I have mentioned fire insurance spe- 
cifically. It stands to reason that in con- 
nection with the administration of 
estates and the operation of properties 
in any fiduciary capacity a bank is like- 
wise deeply concerned with other lines 
of insurance affecting such properties, 
such as workmen’s compensation, public 
liability coverage, simple explosion and 
boiler insurance, just to name a very 
incomplete list. In addition, direct, 
contingent, and hired car automobile 
liability insurance are another group of 
coverages essential to most banks in 
their operation of fiduciary properties. 

Some of these situations involve cov- 
erage for the bank’s own account. In 
other instances an adaptation is required 
of the customers’ insurance to protect 
all interested parties. For example, 
contractor’s and sub-contractor’s poli- 
cies frequently come into play, whether 
dealing with bank owned or bank op- 
erated properties. A bank or trust in- 
stitution cannot, or at least it should 
not, take chances with regard to its in- 
demnity under the insurance which out- 
side contractors merely report that they 
carry. As far as the coverage goes, 
certainly “seeing is believing.” It may 
be that some insurance companies do 
not like to issue certificates for banks 
for contract jobs. But, if any of you 
do not, just imagine yourself in the 
bank’s position. What would you do 
then? Would you ask for evidence of 
coverage actually in force or would you 
not? 


Corporate Trust Problems 


Turning for just a moment to the 
corporate trust end of the bank’s ac- 
tivities, the one phase of customers’ in- 
surance which will probably suggest 
itself to all of you who have had occa- 
sion to interest yourselves in that field 
is the fire insurance in connection with 
real properties pledged as collateral to 
the mortgagee, or trustee, in connection 
with a corporate indenture bond issue. 
I say fire insurance, because so far that 
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is about all that it has been customary 
for trustees or corporate mortgagees to 
require, and for the bond indentures to 
specify, as evidence of insurance of the 
physical collateral security underlying 
such loans. But personally I should not 
be surprised if in the years to come we 
should find provisions in indenture 
forms for other types of insurance, as 
well, for the safeguarding of the bond- 
holder’s interest in the pledged prop- 
erties, such insurance, for example, as 
use and occupancy coverage (by what- 
ever name designated) or, where neces- 
sary, rental or leasehold coverage, and 
sprinkler leakage, windstorm, explosion, 
public liability and possibly other types 
of insurance under circumstances which 
warrant them. Not that banks and trust 
companies are courting any such addi- 
tional responsibility; it is merely that 
the trend of the times seems to throw 
added responsibility upon the corporate 
fiduciaries and, as a consequence of this, 
it may become necessary some time in 
the future for banks and trust institu- 
tions to require on behalf of the mort- 
gage bondholders evidence of insurance 
protection beyond the mere fire insur- 
ance generally called for in the past, 
for the safeguarding of the properties 
pledged by the borrowing customers. 
Any such supplemental insurance pro- 
tection carried for the collateral prop- 
erties serves not only to protect the 
loaning institution and the borrowing 
corporation’s bondholders, but also 
helps to preserve the equity of the share- 
holders of the debtor corporation.— 
From an address at the American Man- 
agement Association Insurance Confer- 
ence. 
© 


THE heart of public relations is the per- 
sonnel policy. The heart of the per- 
sonnel policy is recognition. We cannot 
have a sales-minded force without per- 
sonal recognition for those who do 
good work. It may be reward of some 
sort, or just a word of conversation 
from the officer higher up, but recog- 
nition is essential—Dr. Harold Stonier, 
Executive Manager, American Bankers 
Association. 
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The Publiec’s Opinion of Banks 


By Lawrence H. SEuz 
President, L. H. Selz Organization, Chicago, Ill. 


ECENTLY I sent two of my bright 
young people out to ask 150 sub- 
stantial citizens a little about their 

attitude toward the banking profession. 

We called on only what we call 
classes A and B. Class A is the eco- 
nomic top layer. Our specifications for 
Class A are that the person must have 
a home which is outstanding in the com- 
munity, the housewife must have at least 
one maid, and usually more, the hus- 
band must be head of a sizable busi- 
ness or a leading professional man—in 
other words, that he is, to use an ex- 
tremely unpopular term, one of the eco- 
nomic royalists of the community. 

Class B is the upper part of the upper 
middle class. The husbands may be 
professional men, lesser executives in 
big businesses, wholesale traveling 
salesmen, teachers, or heads of small 
businesses. The housewife may or may 
not have a household servant, but most 
probably does. There is always a car. 

Of these 150 individuals, 91 per cent 
had bank accounts. Of this group of 
150, 80 per cent had checking accounts, 
68 per cent had savings accounts, and 
49 per cent had both. Only 9 per cent 
had no bank accounts at all. 


Bank Loan Attitude 


The second question we asked them 
was whether or not they had ever made 
a loan at a commercial bank. Forty- 
three per cent had not. But 67 per cent 
of those who had never made loans at 


banks had made loans elsewhere. We 
asked them why they did not go to a 
bank for their loan and here are their 
answers: 16 said “banks are too tough”; 
9 made an answer that indicates almost 
the same thinking—“banks require too 
much collateral”; 5 said the amount 
they wished to borrow was too small; 
4, said the banks want too much interest. 


Other answers were: more confiden- 
tial service elsewhere; no need to go to 
a bank, wanted longer term than bank 
would allow. 

Of our group of 150, 39 per cent said 
they make investments in stocks, 33 per 
cent in bonds, 83 per cent in life insur- 
ance, 42 per cent in real estate, 6 per 
cent in building and loan societies, and 
51 per cent in their own businesses. 


Investments and Financial Advice 


When asked why or why not they 
made the type of investments they re- 
ported, 22 per cent said security was 
the main factor; 20 per cent said what 
amounts to the same thing in a negative 
form, namely, too speculative. In other 
words, 42 per cent consider security as 
the paramount object in making their 
investments. 

The last question asked was “To 
whom yould you go for financial ad- 
vice?” It may interest you to know 
that 59 of our 150 subjects would go 
to their bankers for advice, 17 to their 
insurance agents, 13 to their lawyers, 
13 to a friend, 12 to an investment 
counsel, 9 to a relative, 9 to an invest- 
ment banker, and 8 to their employers. 

Now, this is, by no means, a survey 
of the nation at large. I hasten to say 

* 


‘“‘The public is in a state of 
complete chaos regarding their 
relations with the financial men 
who handle their money,’’ states 
Mr. Selz as the result of a re- 
cent sampling of public opinion 
which he reports in this portion 
of his recent address at the 
Financial Advertisers Associa- 
tion convention. 
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this is only a report of 150 representa- 
tive citizens in one community. To do 
a survey you would have to go much 
further afield and to a far greater num- 
ber of people. 

The number interviewed, however, is 
not always as important as the care 
taken in selecting the people to be in- 
terviewed. We used great care in the 
selection of those we interviewed and in 
the methods of approach to them. I 
would not be too surprised if our re- 
sults checked fairly closely with the 
large sample you should take in the near 
future. 


Public Uninformed 


Now, what do all these figures mean? 

To me, they mean one thing. The 
public is in a state of complete chaos 
regarding their relations with the finan- 
cial men who handle their money. 
Twelve different sources were given as 
the places to go for information in our 
survey. Sixty-seven and one half per 
cent of the public who have never made 
loans from bankers have made them 
elsewhere. 

Fifty-one per cent of investors are 
investing in their own businesses. While 
no one of us can question the advisabil- 
ity of some businessmen investing their 
money in their own businesses, I think 
all of us have learned that sometimes 
this is not as wise a course as it is gen- 
erally supposed to be. 

Now, I stop to ask you one question 
and this question really makes the only 
point I shall try to get across: 

What have you done to educate the 
American public on finance during the 
past ten years? 

What have you done to cause the 
public to look to you for sincere and 
honest financial advice? What have 
you done to help the American citizen, 
not only to invest his money safely, but 
to know that there are safe places in 
which to invest money? What have 
you done to teach the relation between 
risk and profit in investment? 

These questions are not, by any 
means, rhetorical. Possibly, you have 
done an excellent job. If so, I am sorry 
it has failed to reach me because today 


I, as a businessman, and potential in- 
vestor, have not been educated on 
proper sources for the investment of my 
money. 

I am embarrassed to say that if one 
of my employes comes to me on my re- 
turn to my desk and seeks my advice, 
I would not know what to tell him. I 
would not dare to tell him to go see his 
banker because I have seen nothing in 
the way of public education that con- 
vinces me that all, or even most, bank- 
ers are in a position to give good ad- 
vice. I am inclined to believe in their 
integrity, but I might doubt their ability 
to give the type of advice my employe 
might need, as well as the sincerity of 
their interest in trying to solve his 
problem. My attorney is certainly not 
the source to go to, because he told me 
only a few weeks ago that he is having 
serious investment problems himself. 
An investment counsel might be the 
place to go, but my feeling has been 
that they scorn the investor with only 
a few thousand dollars in his pocket. 

It is your prime job to educate 
people—to educate them not only on 
the comparative merits of your house as 
against your competitors, but, far more 
important, to educate them in general. 


© 


DON’T FAIL FOR STANDING STILL 


WE must do everything we can to im- 
prove our part of the economic struc- 
ture and look ahead to gear the bank- 
ing structure to the demands that may 
be made upon it in the future. The first 
challenge we face is one to make our 
banking structure as strong as we can. 
The next is to make it as serviceable 
as it can be made to the greatest num- 
ber of people, within the bounds of 
sound management. The third is to de- 
velop a long-range point of view; to 
look ahead as far as we can; study 
trends, analyze forces, and adapt both 
management and service to the needs 
and welfare of the public as best we 
can. Let’s not fail for standing still._— 
Robert M. Hanes, president, American 
Bankers Association, in a recent address. 
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Advertising the Trust Department 
By J. E. Drew 


Director of Publie Relations, California Bankers Association, San Francisco 


HERE never has been such a need 

for skillful copy-writing as exists 

among the trust companies today. 
Many of you must depend solely upon 
your ad copy to bring the prospect to 
your desk and the old hackneyed, trite 
phrases won’t do the job. The best copy 
that can be produced by advertising 
genius is needed for this task. 

Your trust copy today has a very defi- 
nite job, and too it enjoys many new 
opportunities. In your booklets and in 
your advertising you must tell the story 
of the Statement of Principles. You 
have got to go behind the scenes and 
let the customer know what the bank 
examiner and the probate judge looks 
for in the way of safeguards. 

In our advertising, both the direct-by- 
mail and newspaper copy, let’s stick to 
facts. Don’t promise miracles. You 
are just a trust officer, not a magician. 
And let’s merchandise our services bet- 
ter. Make it attractive. The mattress 
company doesn’t sell mattresses, it sells 
sleep. Let’s sell security, freedom from 
worry and care, and protection, not just 
plain wills and trusts. 


Defense Program Slant 


Use plenty of newspaper advertising 
space to tell your story to all the peo- 


ple of your community. You will be 
doing a public education job in the pub- 
lic’s interest. The defense program set 
in motion in this country, it would 
seem to me, must necessarily turn the 
minds of many men to thoughts of the 
security of their homes and their loved 
ones. Those who are called from the 
ranks of business, industry and agricul- 
ture to serve on defense committees, 
boards and commissions must certainly 
welcome the opportunity to shift the 
worries and responsibilities of estate 
management to a responsible trust com- 


pany. Too, the thoughts of a call to 
the colors, no matter how it comes, must 
necessarily turn men’s minds to a con- 
sideration of the future distribution and 
management of their property. Properly 
drawn wills and sensible trusts provide 
the first line of defense for the home. 
This defense of the home is an integral 
part of the defense of the land because 


‘‘The fundamental problem of 
trust developments at present is 
that we keep our sights five 
years ahead in promotion. We 
should operate on a five-year 
plan. Surveys made in Los An- 
geles, San Francisco and else- 
where show that more than 74 
per cent of wills probated had 
been made within the previous 
five years. Of course, that means 
last wills. This record leads to 
two conclusions: one, that trust 
advertising must be carried on 
continuously—if your advertis- 
ing and solicitation are going on 
continuously, the odds are in 
your favor that your most recent 
story will be fresh in the 
prospect’s mind when the time 
for action comes. Second, we 
must do a job of retention sell- 
ing. If after the wills in our 
files are more than five years 
old, wouldn’t it seem that 70 per 
cent or more may well be dis- 
counted as not now being in 
effect? This should be kept in 
mind when preparing copy for 
your booklets,’’ suggests Mr. 
Drew in the accompanying por- 
tion of an ABA Regional Trust 
Conference address. 
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the home is the foundation stone of 
American democracy. 


Personal Solicitation 


Many trust companies in the early 
days of the depression discontinued 
their new business staffs. Others main- 
tained this important activity. The rec- 
ords show that those who kept con- 
stantly at work on new business during 
the dark days are the ones who have 
prospered. Every department, no mat- 
ter what its size, must engage in some 
form of personal interview with the 
trust prospect. If your department is 
small, you yourself and qualified mem- 
bers of your staff should religiously 
make at least one or two calls a day. 
Those departments that have discon- 
tinued their new business force should 
seriously consider restoring it because 
man power is necessary to substantial 
gains in production. 

I appreciate the difficulties encoun- 
tered by the trust men in some of our 
western states where local conditions do 
not permit direct solicitation. To them 
I would repeat the admonition to get 
the best possible advertising man avail- 
able to prepare their booklets, their let- 
ters and their ads. The printed word 
will work wonders but it will be much 
slower than the combination of good 
advertising and personal salesmanship. 


Operate on Five-Year Plan 


The fundamental problem of trust 
development at present is that we keep 
our sights five years ahead in promo- 
tion. We should operate on a five-year 


plan. Surveys made in Los Angeles, 
San Francisco and elsewhere show that 
more than 74 per cent of wills probated 
had been made within the previous five 
years. Of course, that means last wills. 
This record leads to two conclusions; 
one, that trust advertising must be car- 
ried on continuously. Once a year ad- 
vertising will not do the job. The best 
time to approach and interest the 
prospect is during that time in which 
he is thinking about his will or trust. 
You can’t tell when that will be. Many 
outside influences—the war, family cir- 
cumstances, death of an associate, a 
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pending operation, a vacation trip— 
each may be the factor that makes him 
decide “today I will take care of my 
will.” 

If your advertising and solicitation 
are going on continuously, the odds are 
in your favor that your most recent 
story will be fresh in his mind when the 
time for action comes. 

The second conclusion regarding the 
five-year period is this. We must do a 
job of retention selling. If after the 
wills in our files are more than five 
years old, wouldn’t it seem that 70 per 
cent or more may well be discounted 
as not now being in effect? This should 
be kept in mind when preparing copy 
for your booklets. A will revised and 
retained in your file is just as important 
to your new business record as a brand 
new will. 

Let’s forget the word “campaign” 
and regard new business as a day-by- 
day job, such as clipping coupons, pre- 
paring statements and filing accounts. 


© 
WORK WITH GOVERNMENT 


Let us cultivate the art of working suc- 
cessfully with government—making our 
contribution of wisdom and experience 
in helping to shape those parts of gov- 
ernment activity that intimately concern 
us and in which we can be helpful. In 
America there should be no division be- 
tween the government and the people. 
As we expeci to serve America so do © 
we expect to serve those institutions and 
enterprises which are _ essential to 
America. By intelligent consultation 
we should assist such government agen- 
cies as we encounter to do their work 
betier as we may expect to derive from 
them stimulus and constructive sugges- 
tions. In this way we shall serve our 
depositors well and with their support 
make a worthy contribution to the 
strength of the nation as that strength 
is summoned to meet any emergency 
that may arise—-Henry Bruere, presi- 
dent, Bowery Savings Bank, New York 
City, in an address before the Savings 
Banks Association of the State of New 
York convention. 
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Problems of Capital-Deposit Ratio 


Institute of International Finance, New York University, New York City 


LEGALLY prescribed uniform mini- 
mum ratio of capital funds to de- 
posits does not necessarily provide 
an adequate cushion to absorb poten- 
tial losses in every bank. Even ratios 
higher than the traditional 1:10 have 
not prevented bank failures in the past. 

2. If laws on this subject are to be 
enacted, “available” capital funds 
should be substituted for capital funds 
and total earning assets for total de- 
posits. Such ratio would take into ac- 
count the fact that the portion of capi- 
tal funds tied up in bank premises, 
furniture and fixtures and other real es- 
tate owned is not readily available, and 
that non-depreciating assets (cash and 
due from banks) require no protection 
in the form of capital funds. Treasury 
obligations maturing in less than one 
year and prime bankers acceptances 
might also be deducted from earning 
assets. 

3. In establishing a minimum ratio 
of available capital funds to earning 
assets, the composition of the earning 
assets should be considered. Gilt-edged 
credit instruments of short maturity are 
less vulnerable than long-term bonds. 
Government bonds, as a rule, are safer 
than other high-grade bonds. Term 
loans require a greater margin of pro- 
tection than self-liquidating commercial 
loans. Hence, banks whose assets are 
sound and not subject to wide fluctua- 
tions require less protection than banks 
holding assets of a poorer quality. 


Raising Bank Capital 


4, Raising bank capital from private 
sources since the 1929 collapse of secu- 
rity prices has become extremely diffi- 
cult. Even the elimination of the 
double liability clause attached to bank 
stock has not attracted investors. In 
contrast to private corporate enter- 


prises, bank charters are not granted 
with the primary object of paying divi- 
dends to the stockholders. National 
bank laws and many state statutes re- 
quire the transfer of a percentage of the 
net profits to surplus before dividends 
may be paid. This and other provisions 
tend to discourage investors from plac- 
ing new funds in bank shares. 

If the additional capital funds were 
to be supplied on a permanent basis 
by the Reconstruction Finance Corpora- 
tion or any other governmental agency, 
it would put the largest single borrower 
into the management of banks and 
might constitute the first definite step in 
the direction of nationalization of the 
banks. 

5. Adequate capital funds, like sound 
management, cannot be legislated into 
existence. An arbitrary and uniform 


If the traditional 1:10 ratio 
of capital funds to deposits 
were made mandatory by legis- 
lative action, or if the banks 
voluntarily adhered to such 
ratio, they would soon either 
have to refuse deposits (the 
banks as a whole would have to 
cease granting loans and buying 
bonds) or increase their capital 
funds, according to a bulletin 
entitled ‘‘Ratio of Capital 
Funds to Deposits of Commer- 
cial Banks in the United States’’ 
issued recently by Dean John T. 
Madden, Director of the Insti- 
tute of International Finance of 
New York University. The 
accompanying article contains 
the conclusions reached in this 
study of the capital-deposit 
ratio problem. 
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available capital funds-earning assets 
ratio would compel well managed banks 
to add capital funds for which they 
have no use, and on which interest or 
dividends would have to be paid out of 
earnings, which in turn would reduce 
the amount available for surplus. On 
the other hand, such mandatory ratio 
would not necessarily provide the de- 
sired protection in poorly administered 


banks. 
Supervisory Discretion 


6. The banking supervisory author- 
ities, preferably the Federal Deposit In- 
surance Corporation, which embraces 
more banks than any other govern- 
mental agency and which has guaran- 
teed a large portion of the deposits in 
the banks, ought to be given discretion- 
ary power for determining the adequacy 
of capital funds in each bank. Under 
such authority the amount and compo- 
sition of the earning assets and not a 
mathematical ratio would constitute the 
test of the adequacy of capital funds. If 
and when a bank is considered not to 
have sufficient available capital funds 
in the light of the nature of its earning 
assets, it would be required to increase 
its capital or to convert part of its earn- 
ing assets into cash or to change the 
quality and maturity of its investments. 

Maintenance of capital funds com- 
mensurate with the degree of vulnerabil- 
ity of the earning assets would also en- 
able the Federal Deposit Insurance 
Corporation to reduce the annual assess- 
ment rate and thereby make possible 
further additions to capital funds out 


of earnings. 
© 


STRESS IMPORTANCE OF THRIFT 


I succest that each and every one of 
us rededicate ourselves to a work to 
which most of us have given a lifetime 
of service—to assist and promote the ac- 
cumulation of savings. Never in the 
history of our country has there been 
a time when it was more important to 
stress the importance of thrift and sav- 
ings. What demands will be made upon 
our country in connection with the 
present world state of affairs, no one 
knows. It is safe to say there will be 
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a greater need than ever before for an 
accumulation of savings funds to assist 
our country in surviving any crisis.— 
A. George Gilman, president, Savings 
Division, American Bankers Association, 
in @ recent address, 
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THE CORPORATION NOBODY 
KNOWS 


HOLDING companies are considered evil 
in Washington and those in the public 
utility industry are outlawed. But the 
Government itself has thirty-one cor- 
porations organized as holding com- 
panies with interlocking directorates. 
Some of them are incorporated under 
the laws of the states or the District 
of Columbia and some have no charter 
at all but were created by executive 
order. 

Although all money advanced to 
them comes from the U. S. Treasury, 
only two of these corporations have 
Treasury representatives on their boards 
of directors. Among them they have 
lent each other large sums of money. 

Writing in Nation’s Business, Herbert 
Corey cites a still stranger fact about 
these “loose, wild and unbridled cor- 
porations.” The Federal Land Banks 
backed local credit associations, he ex- 
plains. Occasionally, these associations 
find themselves in posession of sur- 
pluses which they invest in Government 
bonds and the interest helps them to 
make a‘nice showing. Reflect now, on 
what this means. Their funds came in 
the first place from the sale of Govern- 
ment bonds. So the Government sold 
bonds to get money to buy the bonds 
back! 

The General Accounting office wanted 
to audit these associations and land 
banks but were not permitted to do so. 

Small wonder, then, that no one in 
the country knows or can ascertain the 
real facts about the Federal finances. 
No one, not even the Secretary of the 
Treasury, knows how much the Govern- 
ment owes. They never will know un- 
til a new set of books are opened in 
Washington and the system of budg- 
etary responsibility restored. 
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Modern Financial Advertising 
Teehnique 


By E. J. ALEXANDER 
Vice-President, Fuller & Smith & Ross, Inc., Cleveland, Ohio 


DVERTISING techniques include 

both the message and its setting; 

for there is method in the selection 
and handling of the thought, as well as 
in the layout, the art work, and the 
typography. 

It is a little difficult to say just what 
is modern, for there are few effective 
advertisements which contain any idea 
or device for which counterparts cannot 
be found, if one searches diligently 
enough, in advertisements which ap- 
peared 25 or 40 years ago. When we 
look through a newspaper today, how- 
ever, we see a number of advertising 
approaches and attention-getting devices 
which were not commonly found in a 
similar paper ten years ago. Among 
them, on the mechanical side, are loose 
layouts, candid camera photographs, 
and various devices, such as balloon 
copy, cartoons, and strip continuities, 
which come to us from the “comic” 
page; and, on the copy side, the famous 
personality lead-in (movie stars), and 
the extra-service appeal (recipes in food 
product advertisements), and humor. 

One reason why these newer methods 
do not dominate a newspaper is that the 
basic methods continue to be most effec- 
tive for most retail advertising, notably 
messages containing news: news of bar- 
gains, news of new merchandise, news 
of new remedies for old ailments. When 
an advertisement is newsy enough, ad- 
vertisers do not worry much about spe- 
cial settings. 

Financial advertisers likewise depend 
upon direct methods for presenting their 
news messages—announcements of new 
security issues, automobile financing, 
new types of checks and statements of 
conditions. These are fairly standard- 
ized except for greater or less attention 


to typography; new services are adver- 
tised as news. 


Attention-Getting Devices 


When financial advertisers have no 
special news for their advertisements 
they are in much the same position as 
national advertisers using newspapers 
—who also normally have neither price 
nor new product news to feature. Then 
banks must make use of suitable devices 
for attracting attention of the news- 
minded reader. From the very nature 
of the financial institution and its serv- 
ices, considerable restraint is naturally 
shown in the use of the very informal 
attention-getting methods, such as the 
crudely drawn cartoon, humorous copy, 
or ludicrous situations—devices which 
may be quite proper in the advertising 
of certain commodities. Within that 
limitation, banks and other financial in- 
stitutions seem to make use of the same 
type of devices and copy approaches as 
the national advertisers do in our daily 
papers, 

National advertisers and their agen- 
cies have been greatly helped in their 
struggle for getting attention for the 


In the accompanying article, 
which formed a portion of his 
recent address at the Financial 
Advertisers Association conven- 


tion, Mr. Alexander suggests 
ways of improving financial ad- 
vertising as indicated by various 
studies of national advertisers, 
agencies and other interested 
groups. 
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magazine advertisements they produce 
by the readership checking services, such 
as Dr. Daniel Starch’s and that of L. M. 
Clark, Inc. They have been aided in 
their building of radio programs by the 
Crosley and the Hooper continuing 
checks of listening and identification. 
An important project of similar value 
in the newspaper field is that now being 
conducted by the Advertising Research 
Foundation, supported by national ad- 
vertisers, agencies, and the newspapers. 
Reports have already been issued dur- 
ing the past year on single issues of 
twenty-four newspapers in different 
sized cities. 


Lessons 


It appears to me that in attempting 
to improve the financial advertising we 
are doing we should give full weight 
to four lessons which appear to be in- 
dicated by the foregoing studies. The 
first and second lessons might be 
thought of as on the conservative side; 
the third and fourth, on the liberal side: 

1. It is obviously up to the advertiser 
himself to create the tone of his adver- 
tisement. The financial institution is a 
part of our social and economic life, 
closely related to “the promises men 
live by’—security and ownership, 
credit and debt, protection and the 
future. In the use of attention getting 
devices or copy approaches, it is prob- 
ably a good rule, when we are in doubt, 
to err on the side of conservatism. 

2. In view of the kind of result we 
want to get from our advertising, it is 
often more important for our advertise- 
ment to be read intensively, by fewer 
people, than to get a glance from many 
people. It is clear that bank advertis- 
ing, for example, is intrinsically not as 
interesting to the mass of people as is a 
page of grocery or department store 
bargains on products which are pur- 
chased by people frequently. Let’s ac- 
cept that distinction, just as the real 
estate dealer or the lumber dealer does. 
Our prime interest in developing greater 
effectiveness for our advertising might 
well center on creating news, about our 
service, or of finding new aspects, or 
news tie-ups, for creating news interest; 
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and then, regardless of the percentage 
of readers who are stopped by our ad- 
vertisement, let’s use the devices avail- 
able for getting intensity of readership. 

3. On the side of greater freedom, let 
us not forget that certain attention- 
getting or readership-getting devices 
which were originally rather radical 
have now become conventional. So 
many advertisers use them that we need 
no longer think of them as surprising 
departures in bank advertising. Under 
certain circumstances, neat balloon 
copy, strip continuities, candid camera 
shots, and unusual layouts are now be- 
ing used by many bank and other finan- 
cial advertisers. They are not the last 
by whom the new is tried. 

4. If there are any internal situations 
where there is a difference of opinion 
as to the degree of formality the tone 
of the institution’s advertising should 
have, it might be helpful if a clear line 
of demarcation were drawn between 
those advertising messages which, in the 
judgment of the advertising department, 
inherently call for dignified treatment; 
and those which, being directed toward 
the mass market, can suitably receive 
more informal treatment. 
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PUBLIC RELATIONS DEFINED 


ADMITTEDLY. public relations is a broad 
term and even when qualified in its 
application to banks remains a gen- 
erality that needs reduction to a simple 
definition. 

It seems to me that it can best be 
clarified by asking this question: “What 
does my city or community think of my 
bank, its personnel and its policies?” 
Or, better yet: “Do the citizens of our 
city or community feel toward our bank 
as I want them to feel?” It is the 
appraisement of the good wiil portfolio 
in the bank. At the same time, no busi- 
ness enjoys a better opportunity than a 
bank to build prestige and popularity 
with the public. Everyone who is deal- 
ing with it must call and communicate 
with it repeatedly.—Ernest L. Pearce, 
Executive Vice-President, The Union 
National Bank, Marquette, Michigan. 
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The Publie’s View of 
TRUST COMPENSATION 


By GitBert T. STEPHENSON 


Director, Trust Research Department; The Graduate School of Banking, 
American Bankers Association 


HE average citizen is unfamiliar 
with trust compensation — with 
such matters as the bases, sources, 
methods of determining, and time of 
taking trust compensation. It’s not at 
all surprising that the Roper Survey 
brought to light the fact that 22 per 
cent of the people interviewed think 
that trust compensation is too high, 47 
per cent reasonable, and 31 per cent 
have no idea whether it is reasonable or 
not. 
Trust institutions themselves are not 
altogether blameless that so many 
people think trust compensation is too 


high or do not know enough about it 
to have an opinion on the subject. In 
the first place, trust institutions have 
been inept in their terminology of trust 


compensation. They have spoken of 
acceptance, withdrawal, revocation, dis- 
tribution, and activity fees and commis- 
sions as if they were charging for 
accepting an account or for permitting 
a withdrawal or revocation or distribu- 
tion in an account or for the mete activ- 
ity connected with an account. Whereas, 
we know that the compensation is for 
the services rendered and that the name 
is merely indicative of the event upon 
the happening of which the compensa- 
tion is taken. 

The following compensation _ pro- 
visions in a Minnesota trust instrument 
are commended because they indicate 
the nature of the service for which the 
compensation is received: 

For its services in investing and rein- 
vesting the trust estate and collecting, dis- 
bursing and accounting for the income 


therefrom (an annual commission of prin- 
cipal, taken out of income) 


For its services in conserving and pre- 
serving the principal of the trust estate 
(a termination or distribution commission 
on principal, taken out of principal) 

(In event:of revocation) reasonable com- 
pensation for its services in accepting and 
setting up the account and distributing the 
same. 


In the second place, trust institutions 
have been too reticent about publicizing 
and explaining the facts about trust 
compensation which the public is en- 
titled to know. Perhaps it has been so 
because so many trust institutions have 
not been operating under uniform 
schedules of compensation. 

While it may not be possible to prove 
this by figures, it is the consensus of 


GILBERT T. STEPHENSON 


THE BANKERS MAGAZINE for December, 1940 





trust men in all parts of the country 
that people are willing to pay reason- 
ably for their trust service, provided 
they are shown what is reasonable. 

Their fair-mindedness in this respect 
has come to light time and again in 
connection with raising sub-standard to 
standard compensation in_ existing 
accounts under new uniform schedules 
calling for increases in fees and com- 
missions, and with compensation in co- 
executorships and co-trusteeships. Set- 
tlors, as a rule, have not objected to 
paying by the uniform schedules in 
force at the time the service is rendered 
instead of those in force when the trust 
was created. Settlors and testators have 
not, as a rule, objected to the trust in- 
stitution receiving its normal compensa- 
tion in co-executorships and co-trustee- 
ships when its duties were not lessened 
by the existence of an individual co- 
executor or co-trustee. 


What the Public Wants 


However, the citizen is disposed to 
impose certain requirements upon trust 
institutions with respect to trust com- 
pensation. 

He is, more and more, disposed to 
require that the trust institution itself 
shall know and be able to explain to 
him in a way that he can understand 
what is reasonable compensation in a 
given case. This means that the trust 
institution must know and be able to 
explain the cost of rendering the service, 


‘‘Trust institutions have been 
too reticent about publicizing 
and explaining the facts about 
trust compensation which the 
public is entitled to know,’’ 
states Mr. Stephenson in the 
accompanying portion of his 
recent address at the Salt Lake 
City ABA Regional Trust Con- 
ference. He makes practical 
suggestions of value in solving 
this and related trust compensa- 
tion problems. 


the responsibility assumed, and the 
profit to which it is entitled. It does 
not mean at all that every time a trust 
institution takes a commission or asks 
for an allowance or renders a bill for 
service, it must present an itemized 
statement of the unit cost of every trans- 
action or activity in the account. To 
do this would serve only to confuse the 
citizen all the more. But it does mean 
that the trust institution should be in a 
position to explain to him how it arrives 
at the compensation it is requesting and 
be able, should he request. to make a 
cost analysis of the particular account. 

In the second place, the citizen, more 
and more, is disposed to request that 
compensation for similar service shall 
be substantially the same throughout 
the trade-area. He knows that fees and 
commissions will vary somewhat in 
different states or in different trade- 
areas. But he does not understand why 
one trust institution should charge one 
fee or commission and another a differ- 
ent fee or commission for similar serv- 
ice in the same city or county or dis- 
trict. He thinks that institutions doing 
such things either do not know what is 
reasonable compensation or else that 
they are disposed to overcharge their 
customers or to undercut one another. 

In the third place, he is, more and 
more, disposed to insist that uniform 
schedules be applied and impartially. 
He does not mind paying a 5 per cent 
commission if he knows that everybody 
else is paying a 5 per cent commission 
for similar service. He does not mind 
having the commission raised from 4 to 
5 per cent provided the raise applies 
to everybody else. He does not mind 
allowing the trust institution full com- 
pensation in co-executorships and co- 
trusteeship provided everybody else is 
doing the same thing. 

The one-price-to-all system inspires 
confidence in the trust business as it 
does in every other type of business. 
Besides, it is in harmony with the State- 
ment of Principles of Trust Institutions: 
“Minimum fees in any community for 
trust service should be uniform and 
applied uniformly and impartially to 
all customers alike.” 
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Response of Trust Institutions 


The response of trust institutions to 
the citizen’s attitude towards trust com- 
pensation—his unfamiliarity with trust 
compensation, his willingness to pay 
reasonably for his trust service, and his 
requirement that uniform schedules, 
based on cost and responsibility, shall 
be applied uniformly and impartially— 
seems to call for five different things, 
as follows: (1) the ascertainment of its 
costs, (2) the working out of uniform 
schedules based upon those costs, (3) 
provision for additional compensation 
for special service, (4) the application 
of the schedules in force at the time the 
service is rendered, and (5) a published 


statement about trust compensation. 


Ascertainment of Costs 


Trust institutions owe it to the pub- 
lic as well as to themselves to know 
their costs by accounts. This is neces- 
sary to keep them from overcharging 
or undercharging for their services. 

Until recently cost analysis by ac- 
counts was something of a mystery. 
Now, by using the formula and proced- 
ure suggested by the Committee on 
Costs and Charges of the Trust Division 
of the American Bankers Association 
(Guide to Trust Fees, revised 1940, pp. 
45-52), any trust institution may ascer- 
tain its costs by accounts. Moreover, 
the trust institutions of a given trade- 
area may codperate in ascertaining aver- 
age costs. This has been done or is be- 
ing done to good effect in Wilmington, 
Del.; Cincinnati, O.; Atlanta, Ga., and 
perhaps elsewhere. 


Uniform Schedules 


At the present time there are, at least, 
thirty-seven uniform schedules of com- 
pensation issued by as many trust asso- 
ciations and, perhaps, still others issued 
by individual trust institutions. Most 
of these schedules are based upon tradi- 
tion or custom or statute or upon a 
copy or adaptation of other schedules. 
Few of them, as yet, are based upon 
cost analysis. 

When a citizen asks a trust institu- 


tion, “Why do you make such and such 
a charge for your service as executor 
or trustee?,” and the trust institution 
answers, “Because it is the custom to do 
so, or because the trust institutions in 
such and such a city do so,” the answer 
is not very convincing or satisfying. 
Whereas, if the trust institution is able 
to say, “All the trust institutions of this 
city or county or trade-areas, including 
ourself, have made a cost-analysis of 
our trust accounts and know what it 
is costing them and us to do trust busi- 
ness and have worked out these sched- 
ules for normal service which will cover 
our costs, take into account our respon- 
sibility, and leave us a_ reasonable 
profit,” such an answer is convincing 
and satisfying. 


Special Service Compensation 


Uniform schedules never can do more 
than cover minimum compensation for 
normal service. In every type of ac- 
count extraordinary or unusual or un- 
expected service will be called for. In 
fairness alike to the trust institution and 
its customers and beneficiaries, provi- 
sion should be made for additional com- 
pensation for such service. Also, in 
fairness to both sides, there should be 
an understanding as to what, in general, 
are to be included in the minimum fee 
or commission and what will come un- 
der the head of extraordinary, unusual 


‘Trust institutions should re- 
spond to the citizen’s unfamil- 
iarity with trust compensation 
by publishing a statement going 
as far as it can go towards in- 
forming him about, and taking 
the mystery out of, trust com- 
pensation. These published state- 
ments should set forth the uni- 
form schedules, explanations of 
those services and situations as 
to which uniform schedules are 
not applicable, with clear, sim- 
ple illustrations of how these 
schedules are applied in prac- 
tice.’’ 
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or unexpected service. In not a few 
of the schedules of compensation these 
special services are listed or described. 

In justice no less to their customers 
and beneficiaries than to themselves 
trust institutions should hasten the day 
when they will be compensated accord- 
ing to the schedules in force at the time 
the service is rendered rather than at 
the time the instrument is executed or 
the trust becomes operative. No manu- 
facturer or merchant would fix now the 
price of goods to be delivered, perhaps, 
ten years hence. No lessor or lessee 
would fix now the rent on a house not 
to be occupied until ten years hence. 
Why, then, should a trust institution 
bind itself now to accept, or a settlor 
or testator bind himself now to pay, a 
stated commission or fee for service to 
be rendered ten years hence? 

People at once see the unreasonable- 
ness and unfairness to both sides of 
present pricing of future service. They 
readily agree to apply the uniform 
schedules in force at the time the serv- 
ice is rendered. For years one of the 
well-known trust institutions has _re- 
quested and obtained without objection 
the incorporation of the following com- 
pensation provisions in its living and 
life insurance trust agreements. 

“As compensation for its services, the 
trustee shall retain the usual compen- 
sation provided for such services under 
the uniform schedules of compensation 
in use by the trust institutions of 
(name of city) at.the time the service 
is rendered: and, in the absence of uni- 
form schedules of compensation, the 
trustee shall retain the usual compen- 
sation for such services.” 


Trust Compensation Statements 


Trust institutions should respond to 
the citizen’s unfamiliarity with and 
mystification about trust compensation 
by publishing a statement, going as far 
as it can go towards informing him 
about and taking the mystery and, con- 
sequently, the dread out of trust com- 
pensation. These published statements 
should set forth the uniform schedules, 
explanations of those services and situa- 
tions as to which uniform schedules are 


not applicable, with clear, simple illus- 
trations of how these schedules are ap- 
plied in practice. 

The thirty-seven trust associations 
which have adopted uniform schedules 
of compensation already have taken a 
step in this direction. While their 
schedules are not broadcast or dis- 
tributed promiscuously, they are avail- 
able to any interested person. A few 
trust institutions have gone a step fur- 
ther. The Phoenix State Bank and 
Trust Company of Hartford, Conn., for 
example, devotes four of the twenty-four 
pages of its official pamphlet of its trust 
department to the “Schedule of Fees 
and Commissions for other than Cor- 
porate Trusteeships and Agencies.” The 
International Trust Company of Denver, 
Col., devotes three of the twenty pages 
of its official pamphlet to a statement 
about its compensation as executor, ad- 
ministrator, guardian conservator, and 
trustee under wills and under agree- 
ment (living and life insurance). 

In responding along the lines and in 
the ways suggested to the citizen’s at- 
titude towards trust compensation, trust 
institutions would only be living up to 
their own Statement of Principle. They 
declare: “Although a trust department 
is a distinctly private institution in its 
relations with its customers, it is affected 
with its public interest in its relations 
with the community,” and: “A trust in- 
stitution is entitled to reasonable com- 
pensation for its services. Compensa- 
tion should be determined on the basis 
of the cost of the service rendered and 
the responsibility assumed. Minimum 
fees in any community for trust service 
should be uniform and applied uni- 
formly and impartially to all customers 
alike.” 

The average citizen is uninformed 
about trust compensation. However, he 
is fairminded once he has been in- 
formed. He is willing to pay reason- 
ably for his trust service. He asks and 
expects only that he be shown what is 
fair and that he be treated impartially. 
This, certainly, is not too much for him 
to ask or expect. Less than this trust 
institutions cannot offer and still remain 
true to their Statement of Principles. 
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SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


THIRD QUARTER PROFITS 
Monthly Report, The National City Bank of New York, New York City 


EPORTS published during October 
by leading industrial, railroad and 
public utility companies covering 

the third quarter and the first nine 
months show in most cases an increase 
in sales or operating revenues over those 
of a year ago, reflecting the higher level 
of general business activity. Changes 
in net profits, however, were highly un- 
even because of varying costs, taxes, and 
special factors. 

Sharp gains in profits were reported 
in numerous of the capital goods indus- 
tries having a continued recovery in vol- 
ume of business, partly due to the war 
and the national defense program. These 
include iron and steel, machinery and 
tools, railway equipment, auto equip- 
ment, miscellaneous metal products, 
chemicals and textiles. Many pulp and 
paper manufacturers showed marked 
gains as a result of increased sales of 
the various paper products, higher 
prices and limitation of imports by the 
war. Several coal mining companies 
turned an operating deficit into a profit, 
due to better prices and to increased 
demand, accelerated by the building up 
of stocks by consumers prior to mini- 
mum prices going into effect October 1. 

Lower profits, however, particularly 
in the third quarter, were reported by 
many companies in consumers’ goods 
lines, which have received little benefit 
from the national defense program and 
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are subject to the increased taxes apply- 
ing to all corporations. This was pro- 
nounced in such groups as baking, mis- 
cellaneous food products, drugs, soap 
and petroleum—the latter being affected 
also by lower gasoline prices, forced 
curtailment of crude production and 
loss of export and bunker trade. In 
these lines, about two-thirds of the re- 
ports issued to date by leading com- 
panies show decreased profits in the 
third quarter as compared with a year 
ago, despite the generally higher level 
of sales. 

A tabulation of the statements of 350 
leading industrial corporations for the 
third quarter gives combined net profits, 
less deficits, of approximately $257,- 
000,000 after taxes. This represents a 
decline of 14 per cent frora the $299,- 
000,000 reported by the same companies 
in the second quarter of this year, but 
an increase of 23 per cent over the 
$209,000,000 shown in the third quarter 
of 1939. 

For the first nine months, these com- 
panies had combined net profits of 
$869,000,000, which compares with 
$611,000,000 in the last year and repre- 
sents an increase of 42 per cent. The 
nine months’ profits were at an annual 
rate of 10.4 per cent on the net worth 
of the group, which aggregated $11,- 
118,000,000 at the beginning of this 
year, against a return of 7.4 per cent 
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on $10,943,000,000 net worth last year. 

While the reported nine months’ fig- 
ures of most companies are given after 
reserves for all taxes, a number of com- 
panies made no provision for their lia- 
bility (if any) on excess profits taxes 
under the Second Revenue Act of 1940, 
approved on October 8. Both this law 
and the Revenue Act of 1940 approved 
June 25 are retroactive to January 1, 
1940, and together they raise the basic 
rate of corporate normal tax from 18 to 
24 per cent, or by one-third. Appar- 
ently the benefits from increased volume 
of sales this year have been offset to 
considerable extent by the increased 


taxes, as well as by higher costs and 
lowered efficiency in some lines where 
personnel and equipment have had to 
be expanded rapidly. 

As has been pointed out heretofore, 
the promptly published reports of lead- 
ing corporations are useful as indicat- 
ing profits trends, but the only measure 
of average earnings for business as a 
whole is to be found in the Treasury 
Department statistics of income based 
upon all active corporations in the 
United States. The official figures con- 
sistently run below those for leading 
corporations, and in the years 1931-33 
showed heavy net deficits. 


ELIMINATING THE OVERTIME PROBLEM 


New York 


RECENTLY completed survey made 

by the New York State Bankers As- 

sociation through the officers of the 
County Banker and Clearing House As- 
sociations, indicated that the larger pro- 
portion of the banks in New York State 
have not further altered their banking 
hours in order to eliminate the problem 
of overtime under the 40-hour provision 
of the Wage and Hour Law, which went 
into effect recently. 

The sixty-two county banker, regional 
clearing house, and city house associa- 
tions, reported that the major methods 
being used by their members to elimi- 
nate the overtime problem, were: 

1. Employment of additional help. 

2. Experimentation with new methods 
and machinery, which would speed up 
the operations within the overloaded de- 
partments, 

3. Staggering the hours of various 
departments. 

4. Alteration of banking hours, clos- 
ing or opening either one-half or one 
hour earlier or later, and closings of 
a half day during the week, usually 
Wednesday in Western New York State. 

A number of individual methods em- 
ployed by bankers in various sections 
of the state were brought to light by the 
survey. Among them were: 
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State Bankers Association 


1. Extending the lunch hour period 
of employes from one to two hours. 

2. One bank has employed additional 
help, which will aid in the immediate 
solution of the overtime problem and 
also in the event that some of their men 
employes are drafted. 

3. Several banks are staggering the 
preparation and mailing of statements 
in order to relieve the peak load burden 
on the bookkeeping department. 

4. A number of banks which had 
formerly remained open one night dur- 
ing the week or month to accommodate 
payrolls have been forced to abandon 


this service. 


5. In several of the small com- 
munities throughout the state, banks 
are closing one hour at noon, usually 
from 12:00 to 1:00, in order to meet 
this problem. 

In general the majority of the banks 
throughout the state feel that they will 
be forced to pay overtime at various 
periods during the month, in order to 
render efficient and effective service to 
their customers. Regardless of the 
amount of new employes or increased 
mechanization, a number of them state 
that they will still be confronted by 
overtime during peak periods. 

The survey also brought forth numer- 
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ous protests against the inclusion of the 
small country banks within the scope 


of the Wage and Hour Law, with the 


expressed hope that the Washington ac- 
tivities of the ABA would bring some 
relief. 


SCHOOL SAVINGS GAIN DURING YEAR 


Savings Division, American Bankers Association 


CHOOL savings deposited in banks 
during the year ending June 30, 
1940, totaled $13,111,312, a gain otf 

$257,000 over deposits during the pre- 
vious year. 

Of the total amount deposited during 
the year, $3,889,846 remained on de- 
posit at the close of the year, compared 
with $3,450,676 of net savings during 
the preceding 12-month period, the re- 
port says. 

School savings accounts were used 
by 2,539,477 pupils in 8,427 schools 
during the year compared with 2,543,- 
472 students in 8,448 schools a year 
earlier. 

Balances remaining in school savings 
at the close of the year constitute one 
of the indicators of living conditions 


among the people of the country. The 
greatest volume of deposits are made 
in the grade schools where most of the 
pupils are less than fifteen years of age. 
Normally they represent homes where 
the parents are just becoming estab- 
lished in trades, in business, or in pro- 


fessional life. The deposits come 
frequently from gifts, allowances, or 
from earnings arising out of work done 
about the home. Thus conditions which 


affect the income of the parents are 
quickly reflected in deposits in school 
banks, both in the volume of deposits 
and in withdrawals. The liberal re- 
mainder in school savings this year, 
amounting to about 30 per cent of the 
sum deposited, indicates more satisfac- 
tory living conditions throughout the 
country. 

On the other hand, the fewer pupils 
depositing during the year bears elo- 
quent testimony of the persistence of 
unemployment and consequent relief. 
Relief measures can never be wholly 
satisfactory either to the recipients or 
to those who formulate them, because 
they develop out of an unusual, and 
what should be temporary, condition. 
It is essential that care be exercised to 
see that the recipients are worthy. It 
would seem that in zealousness for the 
public interest, relief practices of doubt- 
ful merit have appeared. In some areas 
at least, the members of a family on 
relief may not have school savings ac- 
counts. It may be seriously questioned 
if such a requirement, practiced willy 
nilly, encourages hopefulness or de- 
velops thriftiness or good management, 
but does rather the opposite. 


MODERNIZATION PROFITS 


PORTRAYAL of the value of mod- 
ernization of quarters is given in a 
survey by the Federal Home Loan 
Bank Review of a group of savings and 
loan associations in all parts of the 
country which have undertaken building 
or reconditioning programs. 
It was found by the Review that mod- 
ernization of quarters has not only in- 
creased the business of these institu- 
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tions, but has provided more work for 
labor and enhanced the general appear- 
ance of the immediate business area. 
Beneficial - effects on the associations’ 
lending and savings volume are reported 
by all institutions responding to the 
survey. 

“To cite only two specific examples,” 
states the Review, “a small association 
in Chicago increased its assets from 
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$100,000 to $325,000 in less than six 
months after complete renovation of its 
old quarters. 

“A larger institution in West Virginia 
points to its three-year business record 
of exceptional increases in new loans 
made and in savings placed in the asso- 
ciation by the public to show the value 
of modernization, attributing the bulk 
of the increase to a new building.” 

The task of measuring the definite 
value of a modernization program is not 
easy, but most of the associations 
studied found little difficulty in visualiz- 
ing benefits in the form of increased 
enthusiasm on the part of both associa- 


tion members and employes, states the 
Review. 

“One executive of a medium-sized 
midwestern association expressed this 
feeling by saying: ‘The psychology of 
tearing out the old antiquated equip- 
ment and replacing it with new up-to- 
date, comfortable equipment and quar- 
ters for the announced purpose of 
preparing to take care of future expan- 
sion in business is good.’ Another asso- 
ciation on the West Coast said: ‘From 
our experience in building a new office, 
modern quarters do effect an immediate 
and active stimulation to new _busi- 


ness.” ” 


HIGHER TAXES LIMIT PROFIT RISE 


Business Bulletin, LaSalle Extension University, Chicago 


HILE industrial production has 

been increasing to new high rec- 

ords, business profits of many 
companies show only moderate gains. 
A survey of 400 leading companies 
shows that aggregate net income is 23 
per cent higher on the basis of the 
same income tax rate as last year. As 
a result of the new increases in the nor- 
mal rate to 24 per cent, and the addi- 
tional excess profits tax, however, the 
profit rise this year is reduced to about 
5 per cent. 

Usually in a period of expanding 
business, profits increase more rapidly 
than production, just as they decline 
more rapidly when production drops. 
Many fixed costs are likely to vary but 
little even when the rate of current ac- 
tivity and gross income change greatly. 
Any factors which reduce the possibil- 
ity of satisfactory profits for business 
enterprise are likely to handicap busi- 
ness expansions in the long run. The 
effect of this handicap may not be ap- 
parent for some time, but it is a sig- 
nificant factor in making any forecast 
as to the future trend of business 
volume. 

The profit increase this year has been 
greatest among companies producing 


steel, automobiles, machinery, aircraft, 
electrical products, and chemicals. In 
many of the consumer-goods lines, 
profits have shown but little increase 
and for a number of companies are 
lower. Cigarette sales, for example, are 
the highest on record, but the leading 
cigarette manufacturers will show no 
gains in earnings this year. Sales of 
packaged foods are higher due to the 
greater public purchasing power, but 
profits for the makers of these products 
are below a year ago. Perhaps in some 
of these lines the point of profitless 
prosperity has already been reached; if 
so, it will be a factor tending to hold 
back extensive further expansion. 
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Ir banks won’t take the leadership in 
reselling America on sound business 
policy, if the banks won’t take the 
leadership in selling America on the im- 
portance of the business process, if the 
banks won’t take the leadership in sell- 
ing America on the importance of bank- 
ing itself, who is going to take that 
responsibility? — Perry JI. Prentice, 
Vice-President, Time, Inc. 
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Recent Speeches Given Before National, 


Regional or State Groups — Digested 


or Excerpted for Your Convenience .. . 


PUBLIC RELATIONS IN TRUST BUSINESS 


By Towner PHELAN 
Vice-President, St. Louis Union Trust Company, St. Louis, Mo. 


UBLIC relations cuts to the roots 

of your business. It concerns the 

kind of an institution yours is, the 
soundness of the policies you follow, 
and the degree to which you are worthy 
of the confidence and respect of the 
public, as well as what you say about 
yourself. 

The field of public relations begins 
with general public opinion. It includes 
the broad management policies of the 
trust institution. It includes all of the 
contacts between the officers and staff 
of the institution and customers of the 
institution and with the general public. 
It includes advertising and selling. In 
sum total, it includes all of the factors 
that influence the formation of public 
opinion in reference to your institution. 

The ultimate objectives of your pub- 
lic relations are security, growth of 
business, and profits. These objectives 
may be achieved and good public rela- 
tions maintained by making your insti- 
tution worthy of public confidence, by 
adhering to policies which merit public 
confidence, by rendering good service, 
by educating your staff to make their 
contacts with your customers and with 
the public such as to promote good pub- 
lic relations, and by advertising and 
selling -your services in a manner that 
will promote public confidence and edu- 
cate the public to the benefits of trust 
service. 
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Public opinion plays a dominant 
role in reference to all of these ob- 
jectives. The laws under which you 
operate are an expression of public 
opinion. Your best protection against 
adverse legislation is found in a pub- 
lic opinion that regards trust companies 
as well-managed institutions engaged in 
a useful and socially desirable service. 
If your business is to remain healthy, 
it must grow and be profitable. Growth 
is more likely in a community where 
public opinion is favorable than where 
public opinion is critical, and growth 
is more likely if your customers are sat- 
isfied rather than dissatisfied. 

Advertising is an important and 
powerful tool which you may use in 
carrying out a public relations program. 
Advertising, however, is merely paint- 
ing the outside of the structure, and 
therefore its effectiveness depends upon 
the soundness of the structure. Assum- 
ing that your policies are such as to 
command the confidence and respect of 
the public and that you are rendering 
a good service which satisfies the great 
majority of your customers, then adver- 
tising can do a great deal of good. 

You may use advertising primarily 
from the public relations standpoint— 
that is, for the purpose of influencing 
public opinion in a manner favorable 
to your institution and in educating the 
public to the benefits of trust service, 
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or you may use it for a more limited 
and narrow purpose—namely, to secure 
immediate, traceable, business results. 
Advertising is the mass production of 
favorable mental impressions regarding 
your business. Through advertising 
you can make millions of favorable 
mental impressions on the people in 
your community at very reasonable 
cost. Through advertising you can 
reach many more people than will be 
reached in any other way except by 
news stories concerning your institution. 


The public at large does not know a 
great deal about trust service and they 
don’t know a great deal about the bene- 
fits which trust service offers them. Peo- 
ple don’t become customers for trust 
service solely because they think well 
of your institution. Therefore, it is the 
function of advertising to tell the pub- 
lic about the benefits of trust service 
and to educate the public to what trust 
service can do for them.—From an ad- 
dress at the recent ABA Mid-Continent 
Trust Conference. 


HOME-FINANCING RISK VARIATIONS 


By Corwin A. FERGUS 
Director of Research and Statistics, Federal Home Loan Bank Board, Washington, D. C. 


HE price group of single homes in 
which there is the least amount of 
risk for home-financing institutions 
is that class of owner-occupied dwell- 
ings having a market value ranging 
generally from approximately $3,000 
to $7,000. Greatest lending risks are 


in the highest and lowest price groups, 
according to a study of a variation of 
risks in the financing of single homes 
made by economists of the Federal 
Home Loan Bank Board. 

Real cheap property is hazardous for 


several reasons. It is either poorly 
constructed, in a bad state of repair, or 
old, and quite probably is located in an 
undesirable neighborhood. Moreover, 
the people who live in these properties 
have, as a rule, substandard incomes 
which are anything but constant. Not- 
withstanding the fact that the desire for 
home ownership may burn strongly in 
their breasts, these people, struggling 
for the mere existence of a living, quite 
frequently are unable to meet mortgage 
payments. 

At the other end of the curve, and as 
the price of the house exceeds the upper 
limit of the salary bracket, the occu- 
pants are too often involved in other 
fixed payments and in maintaining a 
high standard of living. While their 
incomes are sufficient for the require- 
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ments of home ownership, they gener- 
ally are not willing to devote as great 
a proportion of their incomes toward 
a home as people living in less expen- 
sive houses. Too many people living in 
$15,000 and $20,000 homes develop a 
false sense of position. Many things 
which are luxuries for the family in the 
$6,000 house become necessities for the 
family in the $15,000 or $20,000 home. 
Near to the center of the salary 
brackets and of the price groups, we 
find that the safest risk for the lending 
institutions is a home occupied by its 
owner, having a market value ranging 
within the medium price group which 
usually starts at about $3,000 and goes 
up to around $7,000, both figures be- 
ing approximate and depending upon 
the conditions within the community. 
A better basis for the determination 
of the interest rate on a particular mort- 
gage might well be the size of the dwell- 
ing or the number of dwelling units 
within the property. Several studies 
have indicated that the risk of fore- 
closure increases as the number of 
dwelling units in a property increases. 
In other words, according to type, 
two-family houses are more hazardous 
than single homes for the mortgage 
lender. Four-family dwellings are more 
of a risk than two-family houses. The 
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multi-family dwellings are more hazard- 
ous than four-family dwellings. 

Should not the structure with the 
lesser number of dwelling units receive 


more favorable consideration as secu- 
rity for the loan? Should not the multi- 
family structure be charged a higher 
rate of interest than a single house? 


SEEK ATTORNEY ADVICE IN HANDLING ESTATES 


By Epwarp M. Cox 


Trust Officer, First National Bank, Kansas City, Missouri 


T is important that the trustee seek 
the advice of counsel; that he seek 
the advice of competent counsel, and 

that the counsel be one who is disinter- 
ested and unbiased, and whose ability 
and standing as such are unquestioned. 

Where the trustee has acted upon the 
advice of counsel in discretionary mat- 
ters, such as the selection of invest- 
ments, particularly in title matters 
pertaining to mortgages, or in the con- 
version of assets, or in the management 
of the trust property, and where the ad- 
vice the trustee seeks from his attorney 
is upon matters in which attorneys are 
presumed to be informed, and if the 
trustee has acted in good faith and has 
exercised ordinary care, then he may 
well be heard to defend upon the ground 
that he has acted upon advice of 
counsel, 

No relief will be extended to one 
against whom a default judgment has 
been entered because of the negligence 
of counsel, and advice of counsel will 


not constitute a defense for clients’ torts. 
But where the client is charged with 
malice, the fact that he acted in good 
faith upon the advice of counsel, may 
be shown in rebuttal thereof and in 
mitigation of exemplary damages. 

One who sets up the advice of coun- 
sel as a defense must, of course, prove 
that he made a full and fair statement 
of the facts to the attorney. In suits 
for malicious prosecution the defendant 
may show in defense the fact that prior 
to the institution of the proceedings 
which are alleged to have been mali- 
cious, he consulted a competent attorney 
to whom he made a full and accurate 
statement of facts in good faith and 
that the prosecution was instituted in 
reliance on the advice received by the 
defendant from the attorney he con- 
sulted. In most jurisdictions, uncon- 
tradicted evidence of this character will 
be deemed to be a complete defense.— 
From an address at the recent ABA 
Mid-Continent Trust Conference. 


PUBLIC ENTITLED TO INFORMATION 
By A. P. GIANNINI 


Chairman of the Board, Bank of America, N. T. & S. A., San Francisco, Cal. 


LMOST every day we hear fiction, 
coming from sources either ignor- 
I re- 
spect the judgment of the American 
people as a whole, but I believe they 
are entitled to accurate information on 


ant 6r mischievous, or both. 


which to base that judgment. 


How many people properly under- 
stand the meaning of the term capital- 
ism? The capitalistic system, which we 
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hear spoken of sneeringly in so many 
circles, is merely a system under which 
private enterprise is privately financed. 


Business must have capital. What is 
capital? Savings. Whose savings? 
The people’s. Yours; your friends’; 
your neighbors’. Everyone who saves 
something from his earnings, and puts 
that money to work, or has it put to 
work for him, is a capitalist. That’s 
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the American way, the way in which 
America has been built. Capitalism is 
democracy at work. 

Also, we hear about banks bulging 
with money, and this idea is fed the 
people in a way to insinuate that it’s 
bankers’ money, and that the bankers 
clutch this money greedily to their 
breasts and refuse to put it to work. 

Well, whose money is it? Who puts 
money in the bank? You; your friends; 
your neighbors. It’s not bankers’ money 
at all. It is money put into the bank 
for safekeeping and for convenience, 
and when the owners of that money 
want it back it must be available to 
them. It is the bankers’ responsibility 
to care for that money, to hold it ready 
to return to its owners on demand, and 
meanwhile to put some of it to work 


where it will aid all the functions of 
business and then return safely to the 
bank. 

And what are profits? Profits are 
only wages paid to investors for the use 
of their savings. But while ordinary 
payroll wages are paid on a fixed scale 
so long as the worker is employed, 
whether the firm makes or loses money, 
the investor’s wages depend upon what 
is left when all other expenses have 
been met. 

To the banker this is elementary. But 
we must not keep this knowledge to 
ourselves. If we do, we will go on be- 
ing misunderstood. The only thing a 
sound banker needs to fear is ignor- 
ance.—From an address on the thirty- 
sixth anniversary of the founding of 


Bank of America, N. T. & S. A. 


BANKS MUST ACCEPT DEPOSITS OFFERED 


By Irvin Bussine 


Director of Research, Savings Banks Trust Company, New York City 


E are faced with the anomalous 

situation today in which banks 

are turning deposits and deposi- 
tors away and at -the same time are 
protesting loudly against what we call 
the encroachment of Government into 
the banking business. 


The reason why money is being 
turned away is that the banks feel un- 
able to earn enough on such funds to 
cover handling and dividend costs. 
There is also the assumption that funds 
in relatively large amounts constitute 
“smart,” i.e., “hot” money. 

As to the first point it may be said 
that if 1 per cent, for example, were 
paid on funds now being turned away, 
the bank could more than break even. 
If we are to stay in the banking busi- 
ness we must accept deposits offered, 
and pay what we can. If what the pub- 
lic wants is a safe repository for their 
funds, either we must give it to them 
or the Government will. 

As to the second point, we do not 
really know whether relatively large de- 
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posits are “hot” money or not, and if 
they are it would not make much dif- 
ference because a large portion of those 
deposits would be invested in Govern- 
ment bonds, and thus the required de- 
gree of liquidity would be provided 
through the rediscount privilege if not 
in the open market. 


If we accept current deposits at a 
rate we can afford to pay, that in itself, 
is no reason for reducing the rate on 
old money in the bank. If the bank 
can afford to maintain a rate of 114 or 
2 per cent on old balances, it should 
do so. The moment it adopts this policy, 
however, it adopts a split dividend. 


The split rate has been badly kicked 
about during the last year or so. The 
objections raised are two-fold. First, 
that it is likely to be incomprehensible 
to depositors, and second, that it is ad- 
ministratively cumbersome to the man- 
agement. The one savings bank that 
has tried the plan, however, finds no 
difficulty in either of these respects. 
Without going into details of the con- 
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troversy, I should like merely to point 
out that when an industry finds it no 
longer possible to adapt itself to new 


conditions, it is approaching the end of 
the road.—From an address before the 
New Hampshire Bankers Association. 


CONSUMER CREDIT ADVERTISING 


By C. A. KRoEniING 


Account Executive, Meldrum and Fewsmith, Cleveland, Ohio 


HE banks that have aggressively 

merchandised their consumer credit 

departments have found them very 
profitable. Added income has resulted 
from other bank services too, because 
of the opportunity to sell these services 
to satisfied consumer loan customers. 

The science of successful personal 
loan advertising follows definite me- 
chanical steps. These can be employed 
by any bank determined to take full 
advantage of the profit opportunities in 
the consumer credit field. 

The banker must remember to tell 
the prospect what he would like to have 
said to him, rather than what the banker 
would like to tell him. Lunch-box 
language should be used in the copy so 
that the prospect can sell himself with 
words that are entirely familiar and 
natural to him. 

The art work in consumer credit ad- 
vertising should make the prospect see 
himself in the illustrations, so that he 
recognizes the message as applying to 
his individual position in life. 

Certain sizes and shapes of advertise- 
ments, securing maximum display 
value, can be adopted to meet the 
make-up characteristics of each news- 
paper. Other distinctive types of pro- 
motion can be shaped to be outstanding 
in the field of radio, billboard, street 
car, direct mail, etc. 

Extra benefits, at low cost, can be 
secured from the initial expense of pub- 
lished advertising by proper merchan- 
dising of this material. 

Determination of the most profitable 
consumer credit fields, and the most ef- 
fective ways of reaching them, can be 
determined to secure the greatest dollar 


return from each penny invested.— 
From an address at the recent Financial 
Advertisers Association convention. 
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EMPLOYE CONFIDENCE 


THE basis of all human relationship is 
confidence. Confidence cannot be one- 
sided. To the extent that management 
has confidence in its employes and ex- 
pects them to do their best, they will 
much more nearly approach this than 
if it is made clear that it expects people 
to do only a mediocre job or worse. 
So the start should be made by manage- 
ment not talking about it but really 
meaning it in demonstrating to em- 
ployes that they have confidence in 
them. This begets confidence. Con- 
fidence can only be obtained where there 
is a free interchange of information on 
a double-track road. Employes must 
feel free to bring up to their superiors 
the things that they have on their minds, 
and management must be free to dis- 
cuss their problems with employes. 
Where this interchange of information 
goes on, it creates a healthy atmosphere 
to the extent that each and every em- 
ploye feels that he is part of the or- 
ganization, to that extent will he take 
pride in the accomplishment of that or- 
ganization, and be that much more will- 
ing to make his contribution to its suc- 
cess—Cyrus S. Ching, Director of In- 
dustrial and Public Relations, United 
States Rubber Company, in a recent ad- 
dress before the Savings Bank Associa- 
tion of the State of New York conven- 
tion. 
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ete and 
) Public Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


75th Anniversary 


The State-Planters Bank and Trust 
Company, Richmond, Va., will celebrate 
its seventy-fifth anniversary, which 
falls on December 8 of this year, 
throughout the week beginning Decem- 
ber 9. The motif of the celebration 
will be a contrast of old and new, -the 
difference between methods and equip- 
ment in 1865 and 1940. 

On display will be a giant birthday 
cake, about six feet in diameter and four 
feet tall, carrying seventy-five electric 
candles. Around the cake will be dis- 
play cases containing old and interest- 
ing documents dating back seventy-five 
or more years; a display of old checks 
signed by famous Americans; war dis- 
patches between Lee and Jackson; old 
currency; etc. Ledgers and bookkeep- 
ing desks of 1865 and 1940 vintage, 
and placards showing the growth of the 
bank will be placed around the lobby. 

A novel feature will be a treasure 
chest containing passbooks representing 
accounts for those lucky persons who 
hold keys which will unlock the chest. 
Each visitor will be given a key, among 
which will be a number fitting the lock 
on the chest. These lucky keys will 
bring holders savings accounts from $5 


to $25. 


Will Review Guide 


In their monthly Journal, The Union 
and New Haven Trust Company, New 
Haven, Conn., presents a “Guide to Re- 
viewing Your Will.” Fifteen points 


worth checking periodically are set 
forth—situations which may call for a 
change in a will. These include: mar- 
riage, birth of a child, adoption of a 
child, change of residence, acquisition 
of property in another state, improved 
business status, drastic shrinkage in se- 
curity values, partnerships and close 
corporations, when a son comes of age, 
when a daughter marries, changed 
status of beneficiary, changes in the tax 
laws, changes in the law relating to 
trust investments, uninsurability, and 
“this changing world.” A brief explana- 
tion and helpful suggestions are given 
with each of these checking points. 


The Test of Time 


In a new series of newspaper adver- 
tisements captioned “The Test of Time,” 
The American National Bank, Nash- 
ville, Tenn., ties its service in with his- 
torically famous spots of the South. A 
typical ad in this series is illustrated 
with a sketch of Monticello, and carries 
the following copy: 


“Monticello, historic home of Thomas 
Jefferson, is world renowned for its 
classic beauty. Yet for a century and 
a half... through storms and wars 

. fair weather and foul, it has ma- 
jestically withstood nature’s destructive 
elements. For in spite of its delicate 
elegance, Monticello was solidly built. 
Some of the flooring is eight inches 
thick, put together without the use of 
nails. Because of its painstaking con- 
struction Monticello, standing today 
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. . - 169 years after it was built... 
has stood the test of time. 

“For 57 years... through eight 
major depressions and two wars, 
through prosperity and panic, the 
American National Bank has served the 
financial needs of Nashville and the Cen- 
tral South. During this period of many 
changes the American National Bank 
has continued to increase its patronage, 
and to meet every demand of the day. 

“Today, time tested, the American 
National Bank offers you a_ banking 
service never before equalled in Nash- 
ville—built on  experience—to fit 
present-day needs.” 


Safe Deposit Sale 


A novel safe deposit box advertising 
piece is the “Notice to Our Commercial 
Depositors” card recently issued by The 
Irvington National Bank, Irvington, 
N. J. The cards reads: 

“During a_ recent 


campaign we 


brought our total of rented safe deposit 
boxes up to 876. 

“We now have only 167 boxes avail- 
able for rental: 83 at $5 per year; 55 
at $7.50 per year; 28 at $10 per year; 


1 at $25 per year. 

“If you have been thinking about 
renting a box to keep your important 
papers and other valuables safe from 
fire, theft or loss, we suggest you call 
on us today. This notice is going to 
all of our 2,000 commercial depositors, 
and reservations for boxes will be ac- 
cepted in the order received.” 


‘Friendly Dollars’’ Series 


A series of illustrated bank advertise- 
ments entitled “Friendly Dollars,” flex- 
ibly designed for use of banks in 
advertising personal, life insurance, 
commercial, FHA-insured moderniza- 
tion, mortgage, or automobile loans, 
has been developed by Albert Frank- 
Guenther Law, Inc., New York City, for 
commercial and savings banks. Featur- 
ing animated dollars in various life 
situations, the series is standardized 
only as to illustrations and border ef- 
fects, copy being supplied to indivdual 
banks in typewritten form in accord- 


ance with the types of loans made. It 
was created by David M. Wall of the 
agency’s bank advertising department. 
A series of illustrated folders carrying 
out the same theme has been designed 
as merchandising pieces. 


Educational Campaign 


Continuing their “Industry’s Con- 
tributions to Better Living” series, the 
Marshall & Ilsley Bank, Milwaukee, re- 
cently carried an advertisement headed 
“You Couldn’t Do This in the Days of 
the Town Crier,” calling further atten- 
tion to the part played by banking in 
the development of industry and com- 
merce, in this instance the publishing 
business. Copy reads: 

“Newspapers, books, magazines, busi- 
ness literature—are in such universal 
use and low in cost today it is hard to 


“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


One Hour Well Spent 


—Manufacturers and Traders 
Trust Company, Buffalo, 
Ne Xs 


Let’s Put on Wings! 


—State-Planters Bank and Trust 
Company, Richmond, Va. 


How to Save Fuel 
Heating a House 
—The Morris Plan Bank of Vir- 


ginia, Richmond, Va. 


Family Affairs and 
Foreign Affairs 
—The Trust Company of Geor- 
gia, Atlanta, Ga. 


If They’re Called Into Service 
We'll Protect Their Jobs 
for Them 

—Florida National Bank, Jack- 


sonville, Fla. 
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believe that once the Town Crier was 
the main source of news. 

“It is a long step from the time when 
Johann Gutenberg invented cast metal 
movable type, to the modern printing 
and publishing industry with its per- 
fected presses capable of producing mil- 
lions of impressions per hour. Hardly 
a day passes but everyone of us bene- 
fits from the ‘products’ of this industry 
in the form of information or recrea- 
tion. 

“Banks, including this bank, have 
had an increasingly important part in 
this development and are prepared to 
assist in its continued progress.” 


POOCOOOOE EOE LOOT ELOCOECETOETETTOOELEOEEYLA TOV EL EET. 


No Room for Ostriches 


HERE is no room in America for ostriches. We must 
face facts — and, on the basis of those facts, build and 
plan for the future! 

The tumult of Election Day is over. Now there is work 
to be done. We have built a nation which, despite its faults, 
is still the greatest on earth. We are proud of it. Now it is 
threatened from without, and we must protect it by planning 
and preparing realistically and energetically. There is no 
time left for wishful thinking. 

How well these same principles apply to us as individuals. 
You have built an estate. You are proud of it. What is more 
important, you wish those who come after you to enjoy it. 
Make certain that they do. 

Today taxes, security fluctuations, international and eco- 
nomic upheavals threaten property from all sides and make 
its planned protection more vital than ever before. You can 
no longer afford to “trust to luck.” Protect your property, 
and your family, now—with a carefully prepared estate plan. 


: 
| 


MOCOEE TCOCOLOEEOCOOEE EONS OOOO CE: 


* 


State-Planters 


BANK AND TRUST COMPANY 


RICHMOND bio VIRGINIA 


MAA ALLL PO OCHLP POOLE PROPAAAD LD IEDOLLP AD LLED ED PRPLPOPIDED ! AAPELIL POEL: 


An attention-getting illustration and 

a timely tie-up with today’s interna- 

tional crisis make this State-Planters 

Bank and Trust Company newspaper 

ad an effective sales message for 
estate planning. 


Wisconsin Bankers Service 


At a recent meeting of the Wisconsin 
Bankers Association Committee on. Pub- 
lic Relations, it was agreed to continue 
and expand the advertising service pre- 
pared for use of members of the asso- 
ciation. Consideration is being given 
now to preparation of informative 
pamphlets, posters, blotters and other 
direct advertising aids in addition to 
the series of advertisements furnished 
periodically for use of Wisconsin banks. 

The most recent series of newspaper 
ads prepared by the committee include 
one calling attention to the fact that 
288 Wisconsin banks made 576,000 
loans amounting to 608 millions of dol- 
lars in 1939; three on agriculture and 
the banks’ interest in farmers’ welfare; 
one on livestock; one each on safe de- 
posit service, savings, bank money or- 
ders, etc. 


Insurance Premium Loans 


Announcing credit available to facili- 
tate payment of fire and casualty insur- 
ance premiums, The Cleveland Trust 
Company, Cleveland, Ohio, has issued 
a folder descriptive of the plan for use 
of insurance agents. A foreword ex- 
plains: 

“Cleveland Trust bank credit is now 
available to facilitate the convenient 
payment of fire and casualty policies 
and bonds with fixed premiums. 

“The plan provides for advancing the 
full amount of the premium, placing 
the policy in force immediately, with 
repayment monthly on annual policies 
and extended payments on longer term 
policies. For those who customarily 
purchase insurance on an annual basis, 
substantial savings may be effected by 
buying longer term policies through 
The Cleveland Trust Plan.” 

The folder contains figures on an- 
nual, three-year, and five-year policies, 
showing down payments, amount pay- 
able in regular installments, savings 
effected in each case by the plan, etc., 
thus furnishing the agent with helpful 
sales points as well as necessary data 
regarding the plan. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Service Men’s Service 


Arthur S. Kleeman, president of the 
Colonial Trust Company, New York 
City, announces that the bank has de- 
veloped a new “Service for Service 
Men” which pioneers in making the fa- 
cilities of a bank’s trust department 
available at a nominal charge to army 
and navy men, and to those about to 
leave civilian life to enter the service. 

Under the plan, the client may lodge 
with the bank for two years valuable 
papers such as real estate deeds, insur- 
ance policies, etc. He may also deposit 
securities and mortgages up to $10,000 
in par value, with instructions to the 
bank to collect and make disposition of 
the income. The bank’s trust depart- 
ment will also pay the premiums on the 
deposited insurance policies during the 
two-year period out of funds deposited 
by the policy holder for that purpose. 
This complete service is available for 
$20 for the two years period, and at a 
lower charge if the individual does not 
wish the bank to look after his secu- 
rities. 


W. U. Check Stickers 


Here’s the story behind the colorful 
stickers for attachment to out-of-town 
checks now being provided to banks by 
Western Union Telegraph Company. 
The stickers bear the words: “If this 
check is not paid for any reason, tele- 
graph us by Western Union collect.” 
The sticker is gummed at one end and 
space is provided for the bank to rub- 
ber stamp its name and city. 
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E. H. Ashcraft, president of the Citi- 
zens Bank of Titusville, Florida, has at- 
tached such stickers to out-of-town 
checks for some time. He reasoned 
that if the check is good, it doesn’t cost 
the bank anything, but if it isn’t, the 
bank and its customer want to be noti- 
fied immediately. Use of the stickers 
proved popular with customers, and 
protects the bank from an overdraft on 
its books if the check is returned, since, 
being notified, the depositor does not 
withdraw the funds from his account. 
Mr. Ashcraft’s experience, reinforced 
by requests for such stickers from other 
banks over the nation, led to the new 
stickers being made available to all 
banks on request. 


Excess Profits Tax 


Manufacturers Trust Company, New 
York City, is distributing a booklet deal- 
ing with the Excess Profits Tax Act 
signed by the President during early 
October. The booklet contains not only 
the text of the law, but also a detailed 
explanation of its essential features and 
Federal tax charts which list all Fed- 
eral taxes now in effect under the Inter- 
nal Revenue Code as amended during 
1939 and 1940. 


Banking Statistics Revision 


The Board of Governors of the Fed- 
eral Reserve System, the Federal De- 
posit Insurance Corporation, and the 
Office of the Comptroller of the Cur- 
rency are codperating in the prepara- 
tion of a comprehensive revision and 
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compilation of banking statistics for the 
United States. The National Bureau of 
Economic Research, represented by 
Professor James W. Angell, is col- 
laborating in the work. George W. 
Blattner, of the staff of the Board of 
Governors, has supervision of the 
project. 

The primary purpose of this compila- 
tion is to assemble and publish the best 
available data, from the earliest period 
for which it is possible to obtain com- 
parable figures down to date, and with 
the widest possible coverage. The aim 
is to show the development of the en- 
tire banking system and to provide a 
more reliable basis for the analysis of 
relationships between general economic 
activity and monetary and _ banking 
forces. Figures for the principal types 
of assets and liabilities will be compiled 
for various types of banks for each 
state. Attempt will be made to combine 
and reconcile the numerous series now 
to be found, often on a noncomparable 
basis, in the various Federal and state 
reports. 


The Board would be glad to receive 
any information concerning studies that 
are being made or have been made re- 
garding banking trends in particular 
areas or regarding particular types of 
banks, whether made by individuals, 
statistical agencies, or banking author- 
ities. It would also like to have any 
information, however fragmentary, con- 
cerning data of the types indicated 
which are not already accessible in the 
published reports of Federal and state 
banking authorities. Information on 
non-national banks before 1914 will be 
especially welcome. 


Christmas Club Record 


Three hundred and sixty-five million 
dollars will be distributed to more than 
seven and one-half million Christmas 
Club members by approximately forty- 
eight hundred banking and savings in- 
stitutions and other organizations dur- 
ing National Prosperity Week starting 
Monday, December 2, according to an 
estimate by Herbert F. Rawll, founder 
and president of Christmas Club, A Cor- 
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Convention Dates 
NATIONAL 


December 27-30—American Economic As- 
sociation, Roosevelt Hotel, New Orleans, 
La. 

STATE AND REGIONAL 

December 9-10—Southern Conference of 


Bankers Association Secretaries, Louis- 
ville, Ky. 


December 12-13—ABA _ Savings 
Real Estate Mortgage Clinic, 
Hotel, Cleveland, Ohio. 


1941 


Division 
Statler 


January 21-22—Wisconsin Mid-Winter Con- 
ference, Hotel Pfister, Milwaukee, Wis. 
January 21-23—Missouri Bankers Confer- 


ence, University of Missouri, Columbia, 
Mo. 


January 23—Connecticut Bankers Associa- 
tion Mid-Winter Banquet. 


January 30—Illinois Mid-Winter Trust 
Conference, Chicago, Ill. 
February 46—ABA Mid-Winter Trust 


Conference, Waldorf-Astoria Hotel, New 
York, N. Y. 


February 10-12—Minnesota Bankers Con- 
ference, University of Minnesota, Minne- 
apolis, Minn. 


February 21—Ohio Bankers Association, 
Mid-Winter Meet, Columbus, Ohio. 


poration, sponsors of National Pros- 
perity Week. The total distribution for 
1940 is about 44% per cent in excess of 
1939. The average distribution per 
member amounts to $48.50 as against 
$48.80 for 1939. The estimates are 
based on a substantial number of re- 
ports received from institutions operat- 
ing the Christmas Club plan in differ- 
ent sections of the country. 

Based upon recent reports from in- 
dividual Christmas Club members and 
applying these to the entire distribution 
for 1940, the estimated fund of $365,- 
000,000 will be used by the recipients 
approximately as follows: Christmas 
purchases, 32.4 per cent; permanent 
savings, 26.7 per cent; year-end bills, 
14; taxes, 9.7; insurance premiums, 
9.3; education, travel and charity, 4.2; 
mortgage interest, 2.3; unclassified, 1.4 
per cent. 








